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ABSTRACT 
 
Even though South Africa‟s historical inequalities are addressed, serious economic disparities 
are still evident.  The informal economy is not flourishing as it should be, especially when 
compared to other fledgling democracies on the continent and this poses a policy question since 
most of the participants of this sector are from the previously disadvantaged section of the 
population. One policy dilemma that comes to the fore is about how to ensure that there is 
increased productivity in the sector so that the sector‟s contribution to the national economy can 
be enhanced. While the actual share of the economy contributed by the informal economy is 
difficult to ascertain there is evidence that this constitutes less than one fifth of South Africa‟s 
GDP.  Within the informal economy trading appears to be the dominant economic activity. 
Despite the importance of the informal trade the sector has not attracted the needed attention in 
the literature either locally or internationally. The area that has received much attention by 
researchers has been the informal financial sector. Drawing on a standard revenue model for 
the informal trade sector this study examines the factors that explain differences in the 
performance of the retail trade businesses; given that these can be identified an effort should 
then be made to explore the policy measures that can improve the performance of these firms. 
The study is based on a sample of 300 informal retail traders in the Port Elizabeth environ. The 
regression analysis presented in this study suggests that residential area, capital, labour, 
inventory and age of a business are important determinants of an informal retail trade firm‟s 
revenue. Very few informal retailers indicated that they had businesses training. The survey 
results show that having a supplier close to the business assists in reducing transport costs, 
hence the increase in profit margins. Shelters and storages were found to be very useful in the 
operation of informal businesses. 
 
Keywords:                    South Africa, informal economy, urban retail trade, revenue model. 
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CHAPTER 1 
INTRODUCTION 
 
1.1 Background and problem statement 
 
   Over the last decade, it has become clear that the informal economy of every country has the 
potential for significant employment and income generation. The World Bank have estimated 
that the informal economy contributes 40 percent of the Gross National Income (GNI) of low 
income nations, such as African countries, and 18 percent to the GNI of high income countries 
(Schneider, 2002). Current literature shows that South Africa has the smallest informal economy 
on the continent. For example, the statistics for the years 1999/2000 show that the size of the 
informal sector in Africa, in terms of Gross Domestic Product (GDP) percentage, was 42 percent 
on average. Zimbabwe, Tanzania and Nigeria have very big informal sectors, accounting for 
59.4, 58.3 and 57.9 percent of GDP, respectively. Mozambique, Cote d‟Ivoire and Madagascar 
were average with 40.3, 39.9 and 39.6 percent respectively and South Africa was the lowest of 
all, at 28.4 percent (Schneider, 2002). Karl (2000) also estimates that the informal economy in 
Africa accounts for about 67 percent of urban employment and grows at an annual rate of 7 
percent. It is estimated that in South Africa the informal sector created 22 percent of jobs 
(Statistics SA, 2009). 15 Percent were created in the Eastern Cape Province alone, specifically 
in Port Elizabeth.  
 
     The informal sector embraces all areas of business. It consists of various types of businesses, 
ranging from informal retail outlets such as spaza shops and hawkers to non-retail 
establishments such as agricultural and manufacturing outlets to e-commerce and e-retailing. 
This study will focus on the urban informal retail trade sub-sector.   
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    The informal retail trade sub-sector represents an important component of the informal sector 
and is continually increasing its contribution to the gross domestic product (GDP), job creation, 
poverty reduction and income creation in South Africa. It is estimated that 70 percent of the 
micro – businesses in South Africa are channelled through the retail sector (Ligthelm, 2004 & 
2006). According to the Bureau of Market Research, informal, survivalist business generated 
roughly R52 billion in 2004, of which R32 billion was made up of retail sales from 750 000 
informal outlets such as spaza shops and hawkers (Bisseker, 2006). 
 
  South Africa is a developing nation which falls under the category of upper middle-income 
countries. The South African economy is dominated by large firms, and those working in 
informal firms accounted for about 22 percent of total employment (Statistics SA, 2009). A large 
proportion of the workforce could be defined as working poor as millions of people fall below the 
poverty line. While the eradication of poverty remains the priority of the South African 
government and policies such as Growth, Employment and Redistribution (GEAR) and 
Accelerated and Shared Growth Initiative-South Africa (ASGISA) have been proposed and 
implemented in order to address this economic imbalance, there is uncertainty about the 
success of these programmes in the reduction of poverty. Conversely, the level of 
unemployment has been increasing continually since 1994, and the broad consensus is that the 
levels of poverty and inequality have correspondingly risen. In his 2010 Budget Speech, the 
Minister of Finance, Mr Pravin Gordhan agreed with the Cosatu‟s recent statement that 
“unemployment remains far higher than in any comparable country in the world, and as a 
consequence poverty is widespread, and there are world-record levels of inequality.”   
 
There are many possible factors that contribute to the increase in urban informal retail trade 
businesses. Rural-urban migration is encouraged by the prevailing perception that there are 
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more job opportunities in urban areas. As a result, urban populations and the demand for jobs 
are growing faster than the rate at which the formal job market can absorb job seekers. It is for 
this reason that urban areas tend to have a higher unemployment rates than rural areas. For 
example, of all the Eastern Cape municipalities, unemployment rates are highest in the 
Amathole and Nelson Mandela Metropolitan municipalities (Pauw, 2005). In the Eastern Cape, 
in terms of „strict definition‟ urban unemployment is high with 29.3 percent as compared to 26.6 
percent of rural unemployment (Pauw, 2005). Most of immigrants that are part of the rural-urban 
migration possess fewer labour skills, while the formal sector generally wants skilled workers.  
Therefore, it is the informal sector that absorbs and has potential to absorb more of this labour 
surplus. In other words the informal sector provides many of the jobs needed by South Africa‟s 
growing unskilled workforce. The informal retail trade provides the majority of the jobs provided 
in this sector.   
 
The above discussion raises a number of questions that need to be answered such as: what is 
the structure and performance of the informal retail trade sector? What factors explain the 
difference in performance of the informal retail trade business? What policies can be put in 
place to enhance the performance of the sector?  
   
1.2 Objectives 
  The broad objective of the study is to examine the economic behaviour of the informal retail 
trade firms in Port Elizabeth. However, the specific objectives are: 
(1) To examine the structure and performance of the informal urban retail trade sector in Port 
Elizabeth; 
(2) To identify the factors that explain differences in the performance of the retail trade 
business, and 
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(3) To explore policy measures that can improve these firms. 
 
1.3 Relevance of the study 
The informal retail trade has shown high potential with regard to job creation in South Africa. By 
improving this sector, the government can actually reduce unemployment and poverty. Although 
informal businesses often start under difficult conditions, most of them provide their owners with 
a subsistence living. This shows that if they are fully supported and a suitable environment is 
created, they can provide sustainable jobs for many South Africans who are living below the 
poverty line.   
 
A focus on the informal sector is of particular importance in South Africa at the moment for 
many reasons. The sector plays a major role in absorbing workers made redundant by the 
formal sector. It is also home to new small businesses which provide useful goods and services 
to the community. The results of the proposed study can therefore contribute towards 
formulating policies to help improve the informal trade sub-sector. 
 
1.4 Structure of the dissertation 
The dissertation is organised as follows: Section two presents an in-depth and descriptive 
analysis of the informal economy. This section describes the development of the informal sector 
definition and redefines this sector in the South African context.  It also deals with a number of 
related issues, including the links between the formal and informal sector, issues of informal 
retailing and the issues of informal sector and informal employment. Section three provides a 
review of literature on the informal economy. Section four describes the methodology which 
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includes the theoretical model, the empirical model and data issues. Section five presents the 
main findings. Lastly, section six draws conclusions and makes possible recommendations.              
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CHAPTER 2 
 
THE INFORMAL ECONOMY: AN OVERVIEW 
2.1 Introduction  
       This section presents an in-depth but descriptive analysis of the informal economy. It outlines 
the development of the sector and defines it within the South African context.  It also deals with 
a number of related issues, including the links between the formal and informal sectors, and 
issues of informal employment amongst others. 
 
2.2 Definitions 
       Keith Hart pioneered the concept of an informal economy in the early 1970s (Flórez, 2003). 
Since then there have been a number of studies conducted on this phenomenon. Even today it 
is still difficult to settle on one definition of the informal sector because of its broad nature and 
so, the definition differs from scholar to scholar. It is for this reason that the informal sector 
should instead be defined by its characteristics and composition. According to Ligthelm (2005), 
the definition of the informal sector fundamentally includes at least one of two main 
characteristics. Firstly, an enterprise that is not registered, operates outside the tax net, and 
most probably, also falls outside of other regulatory norms such as labour law. The second 
criterion is non-registration of employees of the enterprise in terms of labour legislation. This 
criterion is based on the number of employees employed by the enterprise on a continuous 
basis. It includes the circumstances of employment in the informal sector, with focus on the 
employee‟s legal and social protection. According to this criterion, an enterprise would be 
considered informal if none of its employees are registered. 
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       Relevant literature reveals that there are a number of terms that are closely related to the 
definition of the informal sector and that they are sometimes used interchangeably. 
Underground economy, second economy and parallel economy are among them. Underground 
economy is defined by Smith (1994) as “the market of goods and services, whether legal or 
illegal, that escape detection in the official estimation of Gross Domestic Product”. Informal 
economy, parallel and black market activities are not part of an underground economy, but form 
sub-sectors of it. A parallel economy comprises production and trade of goods and services that 
are legal in their nature, but are unofficial or unauthorized. The black market comprises a 
production or distribution market and non-market that are forbidden by government. 
 
       Another popular term for the informal sector in South African government policies is the „second 
economy.‟ It was popularised by the former South African president, Thabo Mbeki, in a 2003 
speech. The second economy is described as:  
     “characterised by underdevelopment, contributes little to GDP, contains a big 
percentage of South African  population, incorporates the poorest of South African 
rural and urban poor, is structurally disconnected from both the first and the global 
economy and is incapable of self-generated growth and development.” 
 
The International Labour Organization (ILO) defined the informal sector in its Kenya Report of 
1972, a definition based on labour relations. According to Essop and Yu, (2008) the ILO defined 
the informal sector as the activities of the working poor who are neglected; such activities are 
not recorded, protected or regulated by the public authorities. 
 
       In January 1993, an outcome of the fifteenth International Conference of Labour Statisticians 
(ICLS) was the suggestion that the informal sector be defined on the characteristics of the 
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enterprises (production units) in which the activities take place. They concluded that individual 
countries can decide the size of unregulated units that should be included in this sector. The 
informal sector definition adopted by the 15th ICLS was criticised for various reasons 
(Hussmanns, 2004). Firstly, persons engaged in very small scale or casual self-employment 
activities may not report in statistical surveys that they are self-employed or employed at all, 
although their activity falls within the enterprise-based definition. Secondly, informal sector 
statistics may be affected by errors in classifying certain groups of employed persons by status 
in employment, such as outworkers, subcontractors, free-lancers or other workers whose 
activity is on the borderline between self-employment and wage employment. Due to these 
criticisms, an alternative definition based on the employment characteristics of the worker was 
proposed at the 17th ILCS meeting (Hussmanns, 2004). 
 
2.3 The Evolution of the informal economy in South Africa  
During the apartheid era, the majority of South Africans (blacks in particular) were excluded 
from the formal economy.  Apartheid laws did not allow the Bantu speaking population to live 
in cities like Port Elizabeth. The abolition of the laws that restricted movement in 1986 led to 
the beginning of an urban influx. This influx contributed to the expansion of townships in the 
country. Legislation was passed to control the influx of black Africans who permanently lived in 
poorly resourced, rural areas. The rural people left their poor areas and migrated to the cities, 
setting up squatter camps on the periphery.  Later, black South Africans were restricted to 
living in the townships while white South Africans lived in the suburbs of the towns and cities. 
 
The size of the informal sector has shown an increase of the urban influx over the years. 
Between 1970 to 1988, the informal sector increased from 6 percent of GDP to 12 percent 
(Abedan & Desmidt, 1990). Van der Beg (1990) and Hertzenburg and Leimann (in Adebian & 
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Standish, 1992) used the currency demand approach to estimate the size of the informal 
economy in 1989, and their estimate was 9 percent. Saunders and Loots (2005) used the 
October Household Survey (OHS) and their  estimates were 9.2 percent (1993) and 6.2 
percent  (1994) of GDP. According to Martin and Ligthelm (1995), the 1993 figure was higher 
than the 1994 figure because of the exclusion of the former homelands. In 2000, the size of 
the informal economy was 28.4 percent of GDP (Schneider, 2002).  
 
Townships became a place for informal businesses since they were mainly characterised by 
uneducated or poorly educated people who did not have business skills and did not get any 
support from the apartheid government (von Broembsen, 2010). The informal sector has 
expanded in tandem with the urban influx. Official statistics on the informal sector are unreliable. 
The reason is that Statistics South Africa combines both formal and informal small enterprises 
into Small, Micro and Median Enterprises (SMMEs). 
 
 The definition of unemployment in South Africa also contributes to the problem of unreliable 
statistics in the informal sector. The definition has repeatedly changed from time to time, making 
an accurate definition of unemployment an important issue to examine in this study.  According 
to Mohr, Fourie and associates (2005) South Africa uses two standard definitions of 
unemployment, namely the strict definition and expanded definition. According to the strict 
definition, people are unemployed if they are 15 years of age and older, are not in paid 
employment or self-employment, were available for paid employment or self-employment during 
the seven days preceding the interview and took specific steps during the four weeks preceding 
the interview to find paid employment or self-employment. The expanded definition omits the 
last criteria to measure and define unemployment. Prior to 1994, the strict definition was used 
by Statistics South Africa to estimate and define unemployment in South Africa, due to the 
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official estimates being regarded as too low. Statistics South Africa subsequently switched to 
the expanded definition, but again some observers (including the ILO) regarded the expanded 
definition as being too high. In June 1998 Stats SA reverted to using the strict definition as the 
official definition, although estimates based on the expanded definition are also published. 
Irrespective of how it is defined or measured, there is no doubt that South Africa is suffering 
from high and rising unemployment (Mohr, Fourie & associates, 2005). Figure 2.1 illustrates the 
estimated unemployment rates in South Africa from 1994 to 2002. 
 
Figure 2.1: Unemployment in South Africa, 1994 to 2002 
 
Source: October Household Survey, 2000-2002, Statistics South Africa 
 
Figure 2.1 depicts the differences between these definitions. The difference is roughly 10 
percent.  Statistics South Africa‟s definition is in line with that of the ICLS which uses the term 
informal sector to refer to employment and production that takes place in small and unregistered 
enterprises. However, self-employed individuals have not yet been included in the definition. 
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  2.4 The role of the informal economy in the labour market  
Figure 2.2 depicts the contribution of different sectors to South Africa‟s total employment rate. In 
the period between 1997 and 2006, nearly 3.7 million more people were being employed (Essop 
and Yu, 2008). The significant increase of 1.4 million in employment came from the informal 
sector (Essop and Yu, 2008). This implies that the informal sector was responsible for 
approximately 35 percent of the increase in total employment between 2000 and 2006. That is a 
considerable and remarkable increase. 
 
Figure 2.2: Breakdown of total employment by sector, 2000 – 2006, 
  
Source: Essop and Yu (2008) 
 
Literature on South Africa‟s economy divides informal enterprises into survivalist and 
entrepreneurial initiatives. In other words, some of these businesses can be seen as the 
consequence of a recession and will eventually disappear when the economy is in recovery 
(with rising per capita incomes or when there is less unemployment). Alternatively, they can be 
seen as entrepreneurial initiatives that grow into formal businesses.  Nevertheless, informal 
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enterprise has been serving as a social security buffer in cyclical downturns, economic crisis or 
when the public sector is downsized particularly for many poor and low skilled people (Altman, 
2008).  
 
Surprisingly South Africa, with its very high unemployment rates, has a very small informal 
sector relative to other countries on the continent. Although this is the case, South Africa has a 
dynamic and rapidly growing informal sector in the national economy. It represents the only 
hope for wealth generation for many poor South Africans (Mclachlan, 2005). The United Nations 
and ILO estimate that global percentages of the informal sector vary from 20 to 70 percent, but 
the figure for South Africa is around 12 percent (Mclachlan, 2005) which is actually below the 
global average. Figure 2.3 depicts the contribution of the informal sector (excluding agriculture) 
to South Africa‟s employment distribution. 
 
Figure 2.3: Distribution of employment between formal and informal Sector in South 
Africa 
 
Source: Labour market dynamics, 2008 and 2009 
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      Altman (2008) provides possible reasons for South Africa‟s high unemployment and small 
informal sector. Firstly, Altman (2008) argues that there are barriers to entry associated with 
apartheid legacies and high crime rates in urban townships.  Secondly, South Africa is using a 
highly capital intensive structure of production and service to almost all markets.  
 
According to Mclachlan (2005) the reason for high unemployment with the small informal sector 
is that South Africa has well developed service, mining and manufacturing sectors and a large 
and well developed formal economy, whereas the majority of the South African labour force is 
not equipped for the formal sector. Another possible reason is that in general a country‟s motive 
is to promote economic growth in a way that promotes a balanced distribution of earnings 
through good occupations (Altman, 2008). Therefore, authorities tend to favour (invest in) 
growing firms that provide good jobs and contribute significantly to economic growth. The jobs in 
the informal sector are not lucrative and salaries are low compared to the formal sector. It takes 
time for these informal enterprises to grow and register as formal businesses and not all can 
reach that stage. Policy makers and Government perceive this sector as being dominated by 
survivalist firms and they pay no tax. Consequently, authorities lose interest in supporting them. 
 
     Another characteristic of informal sector business is that it generates low income and small 
salaries for its workers. Figure 2.4 below shows monthly incomes of workers in informal 
enterprises. According to the survey, 51 percent of those working in informal enterprises earn 
R500 or less (with a significant number of people reporting earning nothing) and that 92 percent 
earn less than R2 501 per month. This suggests a correlation between being poor and working 
in the informal economy. 
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Informal enterprises can be categorised into home-based enterprises, street traders and micro-
enterprises that have the potential to access formal markets (von Broembsen, 2010). This study 
excludes manufacturing, service and agricultural industries. The focus is on informal retail trade.  
 
Figure 2.4: Income in the informal economy, March 2004 
 
Source: calculations based on Labour Force Survey, March 2004 
 
2.5 Informal economy and gender 
       There is strong evidence that women in most countries in Africa are over-represented in the 
informal sector, particularly in informal trade (Chen, 2001; Sethuraman, 1998).  In countries 
such as Benin, Chad and Mali more than 95 percent of the female work force is in the informal 
sector, excluding agriculture. This is because the informal sector is the primary source of 
employment for women in many developing countries. The major sources of livelihood for 
women in informal activities are food processing, handicraft, vending and hawking. The 
proportion of women workers in the informal sector exceeds that of men in most countries.  
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The composition of the female informal workforce varies from country to country and from 
region to region. In South Africa and many other African countries, the income of almost all 
women in the informal sector is essential for survival. Men are likely to engage in construction 
and transport while females engage in manufacturing, trade, and services. As one can see, 
males earn higher salaries or gain bigger profits than their females counterparts. Females 
activities normally provide fewer livelihoods than male activities. The existing literature makes it 
clear that even though they operate in one sub-sector, there are sharp differences in the types 
of activities in which women and men engage (Lubell, 1993). Activities of women are not as 
lucrative compared to that of men. 
 
Figure 2.5: Share of non-agricultural workforce, female and male, in informal   sector, 
1991-1997.  
 
Source: The United Nations, 2000. The World’s Women 2000: Trends and Statistics.  
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2.6 The retail sector 
Retail trade is one of the biggest sectors in South Africa. Retailing is the last link in the 
marketing channel from manufacturer to consumers. Retail traders distribute the produced 
goods to the ultimate users. Retailing entails selling goods or services to the final customer. The 
focus of this study is on informal retailing which forms a greater part of the informal sector. The 
dynamics (environment, role and nature) of the retail sector need investigation for this reason 
alone.  
 
Figure 2.6: Classification of the South African Retail Industry 
       
 
 
 
 
 
 
 
Source: Tustin (2004) 
 
Most informal enterprises are sole proprietorships and rely heavily on unpaid family members 
for operation (Berger, 1991). Street vending, specifically by female bread-winners, are the 
driving force behind these retailing outlets. In contrast, male bread-winners temporarily take part 
in these businesses. Male owners stay as long as the economic conditions are poor. When the 
economic conditions in the formal sector get better, they leave the informal sector. The informal 
Retail 
Sector 
Informal Retail Sector 
 Spaza Shops 
 Hawkers 
 Shebeens 
 Street markets (Flea markets) 
 General dealers 
Formal Retail Sector 
 Retail Store in Formal Economy 
 Non-store Retailers 
o Mail and other order 
houses 
o Vending machines 
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enterprises usually start for personal survival rather than for return to investment. However, 
most of them provide a subsistence existence (Rauch, 1991).  
 
This informal retail firms are mostly characterised by discouraging factors. They have little 
prestige.  They provide negative economic profits (excepting shebeens), security measures are 
minimal, working hours are long and working conditions are poor (Devarintert & Watson, in 
Morris & Pitt, 1995). However, there are incentives to operate informally, and these include relief 
from tax and cumbersome regulation.  Thus, the growth in this sector is linked to the persistent 
increase in unemployment and poverty (Marius, 1987). There is also a lingering trend of positive 
correlation between the increase in urbanization and the increase of informal retail enterprises 
(Sethuraman, 1981).  
 
Informal retailer provides the majority of jobs created in the informal sector. According to Koray 
(1991) and Staubus (1989) the informal sector is a cost effective option for government to 
create job opportunities. Having programmes that both promote and regulate this sector assists 
in the nation‟s development. 
       The South African informal retail trade sector is characterised by a number of features, one 
being low technology. The economic activities are labour intensive, usually employing between 
one to five people and workers lack social protection schemes, like the Unemployment 
Insurance Fund.  As a result informal businesses experience a high staff turn over as there is a 
pervasive philosophy of easy entry and easy exit as the sector is mostly dominated by micro 
enterprises using unskilled labour. Women constitute the greater part of the informal sector 
(Chen, 2001).  
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2.6.1 South African Formal Retail Trade Sub-sector 
 
       Formal retail firms conform to all retail trading regulations and are required to undergo formal 
registration with the relevant authorities, such as tax and labour authorities before they 
commence operation. In South Africa, the retail industry is a highly competitive sector. Formal 
retail sector is further divided into store retail (Example: Shoprite, Pick‟ n pay, Spar, 
Woolworths) and non-store retail (mail and vending machines). South Africa‟s retail market has 
been dominated by these formal retail stores. Since 1994, there has been rapid growth in this 
industry. From 1994 to 2009, sales grew by almost 5 percent to reach $72 billion (Office of 
Agricultural Affairs, 2010). Tustin and Goetz (2009) estimated the total retail sales in 2009 to 
amount to R564 635 million and their estimate for 2010 was that total retail trade was expected 
to amount to R600 432 million. In terms of percentages the forecast of formal retail sales for 
2010 was expected to grow by 16.6 percent. 
        
2.6.2  South African Informal Retail Trade Sub-sector 
 
The informal retailer can be easily confused with informal producers, since both have small and 
informal business and sometimes sell to the ultimate consumers. The informal traders 
encompass spaza shops, tuck shops, shebeens, kiosks, street vendors, flea market and 
township general dealers. These firms have different characteristics and reasons for existence. 
The informal traders can be survivalist or entrepreneurial (micro-enterprises) in scale. Survivalist 
firms generate income just to maintain the family and tend to have a short life span. Survivalist 
firms constitute more than half of home-based enterprises with the other part made up of 
entrepreneurial firms. In contrast, entrepreneurial firms not only maintain the family but have 
surplus for reinvesting in the business. Entrepreneurial firms usually evolve to formal 
businesses. This study excluded illegal trading of goods and services, and agriculture informal 
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retailers. The National Small Business Act defines survivalist and micro enterprise in the 
following Table 2.1 (Gumede, 2002). 
 
Table 2.1: Definition of survivalist and micro enterprise given by the National Small 
Business Act. 
 Number of Employees Annual turnover Gross Assets, 
Excluding fixed 
property 
Survivalist (Example: 
Hawkers) 
No paid employees Less than poverty line Zero 
Micro Enterprises 
(Example: Spaza 
shops) 
Less than 5 Less than R150 000 Less than R100 000 
Source: Gumede (2002) 
 
Spaza shops 
The business practise of spaza shops and tuck shops entails ordinary retailing,that is, 
purchasing consumer goods from manufacturers, wholesalers, other retailers and private 
individuals and selling same goods to customers. They buy in bulk and sell in quantities suitable 
for low income consumers. These two forms of informal retail enterprise make a profit on goods 
that are used daily, like bread, soap, salt and sugar. In South Africa, spaza shops are normally 
run in black populated areas, and particularly from homes where people permanently live. 
 
Hawkers/Street vending 
Hawkers generally do not have permanent structures. They normally operate in public spaces 
like pavements or stalls in inner cities or town centres without permission of the city or town 
20 
 
authorities. For this reason local government laws and regulations tend to prohibit the operation 
of street vending in certain areas.  
 
Kiosks 
A kiosk is a small stand-alone structure used for business (normally for selling drinks or snacks). 
Kiosks are family oriented businesses that operate separately from residences. They provide 
non-perishable consumer goods to the residents and do not need to have labourers to function. 
 
General Dealers 
General dealers operate in townships and usually have their own stand-alone building for 
business and are sometimes located in a business area or in residential sections of townships. 
These businesses provide a larger variety of products than spaza shops and tuck shops. They 
normally have a large space that allows self-service to customers. Township general dealers 
are more established than hawkers, who are largely survivalists. Spaza shops occupy more or 
less a middle position of the spectrum. Most spaza shops and general dealers are home-based 
enterprises. Home-based enterprises (HBEs) are defined as income generating activities carried 
out by residents of the house using the home as premises to run their businesses.  
 
Shebeens 
Shebeens were formerly the illicit bars or clubs found in townships where liquor was sold 
without a license. These were found in townships because during the apartheid era, blacks were 
not allowed to enter the pubs reserved for whites in the cities. However, since democracy in 
South Africa many shebeens are now legal enterprises and purveyors of liquor. 
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 Evenings and weekends are the peak hours for shebeens as this is when most people are back 
from work. During economic recession, informal enterprises tend to increase, due to the large 
number of workers who are laid off and less new labour force entrants who are absorbed by 
formal firms during these turbulent times. 
 
Figure 2.7: Workers in Informal Enterprises by Sector, March 2007 
 
Source: Author‟s calculations based on Labour Force Survey, March 2007 
 
2.7 Pros and cons of informal retailing 
 
Throughout South Africa, municipalities have contradicting views on informal retailing. One view 
is that this subsector creates negative impressions of cities. Usually, informal trading is seen by 
some as causing pavement obstruction, traffic congestion, crime and an unhygienic 
environment. They are perceived as deteriorating and ruining the key areas of metropolitan 
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municipalities. Informal traders are seen as presenting unfair competition to formal traders, as 
well as creating a poor impression of the city to tourists and visitors. Negative aspects about 
informal trade are common in all South African cities. Negative conceptions about informal 
traders still prevail (Ligthelm & van Wyk, 2004). Support of the informal economy is still 
uncoordinated and fragmented. Procedures surrounding licensing and permits are complex, 
cumbersome and costly. Lack of planning and site allocation result in wastage.  Consultation 
and participation are still lacking resulting in relations being often strained and hostile, and in-
fighting between competing organisations taking place.  
Although there are quite a number of negative aspects, the positive aspects dominate. The 
positive aspects include long and flexible trading hours; promotion of the economic viability and 
dynamism of the city; creation of employment opportunities; unemployment alleviation; 
entrepreneurial skills development; significant contribution to national GDP; diversity; 
convenience; supporting; a large majority of the population; selling of cheaper products and 
supporting the expansion of the municipality‟s economic base. 
 
Hosier (1987) explained these aspects by looking at the evolutionist and the involutionist 
perspectives. Evolutionists basically believe that the informal economy has the ability to evolve 
or grow, and can be used to alleviate poverty. They also view the informal economy as a reality 
that will continue to exist and that governments should strive to support rather than hinder its 
growth. Indeed, urban informal retailing plays a crucial role in the economy by providing goods 
and services at relatively low prices. It also plays an important role in employment creation and 
poverty reduction by providing an income to unskilled and less-skilled workers who cannot find 
employment in the formal sector (Malik, 1996). It serves as a buffer during economic turbulent 
times.  
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       Retailing performs a distribution function in the marketing channel from producer to wholesaler 
to retailer (Tustin, 2004).  According to Terblanche (1998),  the urban informal retailer closes the 
gap between producers and ultimate consumers. The gaps can be divided into three categories. 
Firstly, spatial gaps exist because producers are located in a different geographic area from the 
consumers‟ place. Retailers bridge that gap by bringing products to the consumers. Formal 
retailing establishments, distributors and manufacturers often use informal workers in order to 
reach low-income consumers and those living far from town (ILO, 2002). 
 
The second gap is the assortment gap which exists because manufacturers produce related 
products to achieve economies of scale whereas consumers want a variety of products. 
Retailers close this gap by buying a limited quantity of products from different manufacturers 
and wholesalers, then selling a variety of products to customers. In this way customers get 
greater satisfaction. Thirdly, the quantity gap exists because manufacturers produce large 
quantities and sell in bulk, while the customers consume and purchase smaller quantities at a 
time. Retailers overcome this gap by breaking down these bulks into smaller quantities suitable 
for final customers. 
 
On the other hand, involutionists believe the informal economy to be a system of labour 
exploitation that has no hope of leading to improved standards of living for the working poor 
(Hosier, 1987). This concept holds that any promotion of the informal economy further increases 
wage inequality between the formal economy's wage earners, managers and capitalists and 
low-paid subsistence workers. Although evolutionists and involutionists seem to have opposite 
views, there are elements of truth in both perspectives. Even if the informal economy's long-
term permanence and growth potential are proven unstable, or even undesirable, the short-term 
effects appear to be positive. 
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2.8  Formal/ informal sector linkages 
 
      The formal and informal sectors in South Africa are increasingly interrelated (Morris, Pitt & 
Berthon, 1996). Literature on the informal sector shows that there are identifiable links existing 
between the informal and formal sectors (Thomas, 1995; United Nations, 1996). Thomas (1995) 
divided these links into economic, social and political linkages while United Nations (1996) 
divided them into technological, consumption and credit financing links. 
 
      Social/political links can be based on good or bad relationships. Putting this into perspective, 
social/political links depend largely on how the two sectors support each other and to what 
extent they use their influence to pressurise the government to take legal action against one 
another (Thomas, 1995). Economic linkages, unlike social/political linkages, involve direct 
transactions between the two sectors and are notable for backward and forward linkages. 
Backward linkages in this context means trading of goods that are produced in the formal sector 
by the informal sector, so that the informal traders act as a link between formal producers and 
customers. Forward linkages entail the production of goods and services in the informal sector 
for use in the formal sector.  
 
Technological linkages involve the transfer of technology and skills between the two sectors. It 
occurs through the movement of skilled workers, subcontracting and other ways of exchanging 
knowledge. It often happens when experienced employees of formal sectors start up their own 
informal enterprises, either on a part-time or full-time basis, using the skills they acquired from 
the formal sector. Consumption linkages involve direct links between the informal sector with the 
final consumers, who are in the formal sector (United Nations, 1996). Finally, the credit 
financing linkages mainly refer to the transfer of funds by the formal sector for investment and 
development of the informal sector. Actually, this is a special form of backward linkage: in this 
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case, it is the finance that originates from the formal sector and not the goods as discussed 
previously. Credit financing linkages manifest themselves when people use the income obtained 
in the formal sector to set up informal sector enterprises. The opposite, however, is also 
possible where people operate in the informal sector to accumulate capital to start a formal 
business (United Nations, 1996).   
 
The linkages between the two sectors are also explained by three schools of thought: the dualist 
school, the structuralist school, and the legalistic school.  The dualist school, informed largely by 
the early work of the ILO, sees the informal economy as a set of marginal activities that provide 
incomes for poor people who are unable to access employment in the formal economy. 
 
 Structuralists such as Caroline Moser and Alejandro Portes, see the informal economy as a set 
of subordinated economic units which serve to reduce the input and labour costs of the large, 
formal enterprises. In this view, growth, or at least growth in profitability in the formal economy, 
is partly dependent on growth in informal enterprises. Although informal enterprises differ from 
formal enterprises in some respects, they are sometimes interdependent. Informal firms usually 
supply raw materials and/or finished goods or services to formal firms, either directly or 
indirectly. Conversely, large formal sector wholesalers are key suppliers to many informal 
businesses. In addition, corporations are increasingly relying on informal producers to supply 
them with certain products at prices below market rates (Morris, Pitt & Berthon, 1996). This 
relationship can take place through individual transactions, a sub-sector network of commercial 
relationships or a value chain of sub-contracted relationships.  
  
      Individual transactions occur when informal enterprises or own account operators exchange 
goods and services with formal firms in what might be characterised as open or pure market 
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exchange (as in the case of independent units transacting with each other). In such cases, the 
more competitive firm in terms of market knowledge and power controls the exchange or 
transaction. 
 
Sub-sector relationships occur when the informal enterprises or own account operators produce 
and exchange goods and services with formal firms in what are called sub-sectors, that is, 
networks of independent units involved in the production and distribution of a product or 
commodity. In such networks, individual units are involved in transactions with suppliers and 
customers. The terms and conditions of these transactions are governed largely by the more 
competitive firm in specific transactions (as above), but also by the „rules of the game‟ for the 
sub-sector as a whole, which typically are determined by dominant firms in the sub-sector.  
 
Thirdly, the legalist school most prominently represented by Hernando de Soto, views the 
informal economy as being made up of a set of entrepreneurs who choose to operate in the 
informal economy instead of the formal economy thereby reducing the costs of conforming to 
regulations (De Soto, 1989). 
 
2.9 Policy issues on informal retailing 
 
Informal retailing needs attention from the government in all developing countries. It is an issue 
that needs to be advanced further in the literature of development. These kinds of firms operate 
either legally or not, survive under severe conditions, and are sometimes harassed by the 
police. They are not fully supported in terms of finance and proper business locations. They 
operate under tough conditions, having no basic infrastructure and fear that their goods can be 
damaged at any time.  
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Informal retailing is also known for its significant role of absorbing the labour force surplus made 
redundant by the formal sector. At the same time it is perceived as troublesome to government 
and policy makers in South Africa as it is not guarded by the many regulations of retailing, such 
as labour laws. Other theorists think that some retailers choose to operate informally because 
they want to conceal their incomes from tax and avoid formal regulations. These assertions put 
government and policy makers into unstable positions when deciding on whether the informal 
sector should remain unregulated. There are a number of challenges that informal retailing 
imposes on the South African government and policy-makers. Firstly, poverty and informal 
retailing are highly correlated. Secondly, over-representation of women in informal retailing 
highlights the policy significance of the sector (Lund, 1998; Lalthapersad-Pillay, 2004). 
Furthermore, the workers in the informal retailing sector are paid a rate below minimum wage. 
All these problems invite the government and policy makers to interfere. 
 
The South African economy has gone through tough times correcting the damage that was 
caused by the apartheid regime. It has been a South African people‟s vision to have an 
economy that addresses the needs of all South Africans in a fair and equitable manner. This 
vision existed before 1994, as early as 1955 was included in The Freedom Charter. The 
Freedom Charter states clearly that the people shall share in the nation‟s wealth. After South 
Africa became a democratic country, initiatives like the Black Economic Empowerment (BEE), 
Reconstruction and Development Programme (RDP), Growth Employment and Redistribution 
(GEAR), Accelerated and Shared Growth Initiative of South Africa (ASGISA) and Broad-Base 
Black Economic Empowerment (BBBEE) were introduced in an attempt to equalise the past 
inequalities. Institutions like the Development Bank of Southern Africa (DBSA) are used to 
support such initiatives. DBSA is advancing the implementation of the ASGISA initiative.  
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The current support programmes for informal enterprises are the Small Enterprise Development 
Agency (SEDA) and SAMAF (South African Microfinance Apex Fund). Both these government 
institutions replaced existing structures which were terminated due to not fulfilling their mandate. 
SEDA came about as a result of a merger between Ntsika and the National Association of 
Manufacturing Advisory Centres (NAMAC). It provides non-financial assistance in advice, 
product development, marketing, technical support, and management of finance to SMMEs. 
SAMAF replaced KHULA and its mandate is to provide financial assistance to SMMEs. The 
focus of SAMAF is on non-registered informal retailing firms.  
The major concern is that government supported programmes that are managed by the DTI 
(Department of Trade Industry) have by-passed or failed to reach the majority of entrepreneurs 
engaged in informal retailing, especially those such as the survivalist and micro-enterprises 
which constitute the majority of the informal retailing sector (Rogerson, 2004). Rogerson (2004) 
noted that in previous years the target of local government policies has been on street vending 
instead of all informal retailers. However, there are a number of government policies and 
programmes that are intended to support the Small Micro and Medium Enterprises (SMMEs). 
The purpose of these policies is to transform the economy as apartheid systematically and 
purposefully restricted the majority of South Africans from meaningfully participating in the first 
economy (Nair, 2007). 
 
The informal economy is efficient at generating job opportunities at a very low cost for at least 
some segments of the population. In South Africa, self-employment and micro-enterprise activity 
in the informal economy has absorbed some workers who had lost their jobs in the formal 
economy.  Jobs in South Africa‟s formal economy (including civil service jobs, agriculture, 
manufacturing, and export operations) are showing negative growth, while some jobs in the 
informal economy (including small businesses, vendors, and illegal trade operations) are 
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showing positive growth. Jobs in the informal economy are difficult for the government to 
regulate and monitor and, hence, may be more difficult for the government to encourage. 
Furthermore, these businesses generally do not pay taxes, giving the government more reason 
to discourage growth in the informal sector. There is a trade-off for government and policy 
makers between tax revenue forgone and the purchase that owners, workers and their families 
make in the formal enterprises. Therefore, the informal sector indirectly has a positive effect in 
creating job opportunities in the formal economy.  
 
       In conclusion, this descriptive analysis of the informal sector and the informal retail trade 
provides insight into the development of the sector and defines it within the South African and 
international context.  It also deals with a number of related issues, including the links between 
the formal and informal sector, policy issues and issues of informal employment. 
 
Like other metropolitan cities in South Africa, Port Elizabeth government officers are becoming 
more organised and moving away from a practice of harassing to a practice of accommodating 
informal traders. The informal traders normally settle in public spaces without asking permission 
from the municipality. This has been a problem for all metropolitan municipalities. Cities like 
Cape Town, Durban and Johannesburg have taken action with regard to this disorganisation. 
Legislation was proposed to introduce laws that support the informal traders (Ligthelm & van 
Wyk, 2004). 
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CHAPTER 3 
LITERATURE REVIEW 
3.1 Introduction 
 
This chapter discusses the theoretical literature and empirical studies of the informal sector and 
informal urban retail trade sector of South Africa and the rest of the world, with special focus on 
countries that are also in the developing stage.  
 
3.2 Theoretical literature 
This study discusses the views of the informal economy writers and expounds on the issues and 
challenges of doing business informally.  The focus was on participant in this sector and the 
factors that affect their sales revenue, namely Tax Evasion, Excessive Government 
Regulations, Time Allocation, Socio-economic and demographic considerations, and Perceived 
risk of detection by the Tax Authority. While these factors may be perceived by the sector as 
cumbersome, they are in fact felt to be the drivers in the growth of this sector (Rolfe, Woodward, 
Ligthelm & Guimaries, 2010).  Loayza (1996) summarises these considerations to be taxes, 
regulations, and bureaucratic requirements in the formal sector. Mohr, Fourie and associates 
(2008) subscribe to involutionist perspectives by arguing that people engage in informal sector 
activities primarily because they cannot find employment in the formal sector; they thus 
sometimes also engage in illegal activities and they do not want to pay tax.  
  
3.2.1 Tax evasion and perceived risk of detection by tax authority 
 
A number of studies confirm that the excess tax burden and the resultant desire to evade such 
taxes are the major forces that drive people to participate in the informal sector (Giles & 
Johnson, 2000; Schneider, 2005). Tax is the most sensitive issue of all economic matters and 
people try by all means to avoid it (Mohr, Fourie and associates, 2008). However, in the act of 
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trying to escape tax, there are terrible costs involved. Evading tax in South Africa exposes one 
to the risk of getting punished by tax authorities. Punishment ranges from fines to prison 
sentences. Therefore, the higher the perception of risk detection, the lower is the drive to 
participate in the informal sector activity. According to Allingham and Sandmo (1972), the policy 
tools available for government to counteract the tendency for tax evasion are the tax rates 
themselves, the penalty rates and investigation costs. Allingham and Sandmo (1972) contend 
that people evade tax because they want to achieve maximum utility since there is trade-off 
between getting untaxed or partly taxed income, and the possibility of detection and 
prosecution.  They perceive that those who declare their whole income have to pay the highest 
tax rate, whereas those who declare only a fraction run the relatively low risk of detection and 
prosecution. If people perceive that the tax evasion detection is less risky, then they will engage 
in the informal sector and conceal their income from tax authorities. Loayza (1996) confirms that 
the informal sector increases are due to the excessive taxes and regulations imposed by 
government, abetted by its lack of the capability to enforce compliance. When the tax rate rises, 
the informal sector expands (Loayza, 1996). Statistics South Africa estimated that 2.7 million 
people work in non-tax-registered businesses (Rolfe et al., 2010).  
Early studies (Isachsen & Strom, 1980; Cowell in Sookram & Watson, 2008; Slemrod & 
Yitzhaki, 1987; Yamada, 1990) show that increasing the audit rate raises reported income.  
These studies provide further explanation of the previous discussion on the South African 
informal sector. Anderson (1977) shows that a rise in the tax burden has a negative effect on 
the labour supply and declarable formal sector income. Isachsen and Strom (1980) try to model 
explicitly the informal sector by combining the theory of tax evasion with the model of time 
allocation. Their model suggests that individuals can divide their time between formal and 
informal sector activity, as well as leisure: these now become the decision variables. Isachsen 
and Strom (1980) conclude that a higher marginal tax rate leads to lower formal sector 
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participation. This is a consequence of directly taxing income gained in the formal sector, while 
income earned in the informal sector is not taxed.  In this model, the marginal tax burden 
causes a rise in informal sector activities. However, one has to differentiate between income 
and substitution effects of the tax burden regarding the labour supply.  
 
According to Turkey (2005) tax authorities wanting to collect tax from the informal sector is 
wishful thinking. Thus, formal businesses switch to the informal sector to evade tax and that 
causes erosion of tax revenues. On the same point, firms in the informal sector are perceived as 
having an unfair competitive advantage over their formal rivals. According to these researchers 
countries with a large informal sector are characterised by weak regulatory systems, which 
enforce compliance. Consequently, inadequate tax revenue obliges the governments to borrow 
in order to finance public expenditure. State aids in the form of tax exemptions also distort the 
competitive incentives of the formal firms and may force them to move onto the informal sector. 
Therefore, state aid should not be granted with a view to discourage formality and thus distort 
the competitive structure of the markets. 
 
3.2.2 Excessive government regulations 
 
Excessive government regulations are among the leading causes of informal sector growth.  
Some researchers   also link the informal sector to burdensome government regulation. 
According to Loayza (1996), there is a relationship between the rise in the informal sector and 
excessive government regulations that lack the ability to enforce compliance. An excessive 
regulatory system makes the formal economy unattractive by imposing high entry costs to 
legality through license fees, registration requirements, red tape and, among others, labour and 
environmental regulations.  Loayza (1996) gives the breakdown of these costs as follows: 
bureaucratic requirements lead with 73 percent followed by taxes with 22 percent and lastly, 
higher public utility rates at 5 percent. The regulatory framework of many African countries 
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reflect a colonial legacy of exclusion. Many regulations appear more concerned with controlling 
and obstructing than with facilitating and channeling efforts of informal sector traders. This kind 
of regulation exacerbates underdevelopment.  
 
According to Mhone (2001) countries like South Africa where colonist interests were paramount, 
a barrage of laws and regulations controlling labour flows and African urban settlement were 
introduced to ensure that African labour was dependent on the formal sector for employment. 
Educational, agricultural, taxation and land policies were introduced to ensure that Africans did 
not develop independent market-oriented activities. In this process the informal traders were 
forced to not comply with regulations concerning registration, licensing, tax payments, 
occupational safety, health and working conditions. Even today the policy makers are still 
indecisive about the issue of promoting informal businesses. Sometimes it is impossible to 
promote informal businesses while complying with labour laws as many informal businesses 
cannot afford minimum wage for their workers (Xaba, Horn & Motala, 2002). 
 
Literature indicates that there is a positive relationship between excessive government 
regulation and the size of the informal sector. Excessive government regulation and the quality 
of government institutions impact on the informal sector (Loayza, 1996). De Soto (1989) and 
Loayza (1996) found that burdensome government regulations augment the size of the informal 
sector. 
Becker (2004) also subscribes to an idea that praises the informal sector but with the caution 
that behind the positive by-product of job creation in the surplus labour market, there are 
unwelcome incentives that drive them to operate in this sector.  
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3.2.3 Time allocation 
 
Time is a scarce resource that needs to be allocated optimally to one‟s activities one carries out. 
In traditional economic theory of labour supply, individuals allocate their time between work and 
leisure according to their preferences. The quantity of time one spends on work or leisure 
depends on wage rates or salary. A rise in wage rates encourages people to work more hours. 
This is called a substitution effect. It also happens that an increase in income leads to less time 
spent in work. This is called the income effect. This can also be used to explain participation in 
the informal sector. If there are more advantages in the informal sector people tend to spend 
their time there. For example, if there are more bureaucracies, red tape, excessive tax 
payments in the formal sector, then people will choose to spend most of their time in the 
informal sector. Too much time wasted in formal registration is one of the dominant factors that 
encourage micro entrepreneurs to operate informally (De Soto, 1989).  
 
3.2.4 Socio-economic and demographic considerations 
 
The literature revealed that socio-economic and demographic factors are considered to have a 
big influence on people who participate in the informal sector. It is argued that informal activity 
tends to thrive in sectors of the economy that are characterised by labour-intensive, low-skilled 
and low-wage jobs and also where it is easy to employ and pay workers without registration or 
documentation (Djankov, Lieberman, Mukherjee & Nenova in Belev, 2003). Lemieux, Fortin and 
Frechette (1994) establish that there is a negative relationship between time spent in the 
informal and formal sectors. Schneider, Braithwaite and Reinhart (2001) suggest that individuals 
with lower incomes tend to be more active in the informal sector. However, Giese and Hoffman 
(in Sookram & Watson, 2008) submit that income levels rise with informal activity. 
Christian (1994) argues that individuals with higher incomes have a higher propensity for 
evading tax and this supports an increase in the informal activity. The gender of a person also 
appears to play an important role in the informal sector. Empirical studies show that males tend 
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to sell their labour services in the informal sector more than females (Baldry 1987; Giese & 
Hoffman, 1999) while females are likely to be clients of the informal sector more than males 
(Schneider et al. 2001). Although there is no clear trend emerging, age is among the 
determining factors as to whether an individual participates in the informal or formal sector 
(Clotfelter, 1983; Gerxhani, 2002; Anderson, 1998). Also, retired persons from low paid jobs 
tend to start up informal businesses to supplement or maintain income levels (Portes, Blitzer & 
Curtis, 1986).  
 
Under the socio-economic and demographic determinants, there are many variables that affect 
informal sector participation. Among other variables, the following are worth mentioning: marital 
status (Anderson, 1998, Schneider et al 2001), the number of dependents of the agent 
(Gerxhani, 2002; Smith, 1987; Schneider et al 2001), the area of residence of the agent (Portes 
& Sassen-Koob, 1987; Sasssen-Koob in Portes, Castells & Benton, 1989), social norms (Lalive 
& Stutzer, 2004), and level of education (Gallaway & Bernasek, 2002).  
 
 
3.2.5 Differences in the performance of retail trade enterprises 
 
The existing literature shows that higher income of owners, access to capital, size, male/female 
ownership, business training, and the proximity to shopping centres are the major factors that 
affect the revenue of informal urban firms. The factors that can explain the differences in the 
performance of the retail trade enterprises can be grouped into finance, human capital, technical 
assistance and business environment (Brown, Earle & Lup, 2004). 
Finance includes all sources of start-up and growth capital – retained earnings, micro lending, 
conventional bank lending, informal credit markets and „fiscal facilities‟ offered by the state. 
Human capital includes education, experience, and other characteristics of both entrepreneurs 
and their workforces, including training. Technical assistance is comprised of membership in a 
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business association and training and consultancy programs from a variety of sources. 
Business environment entails red tape, contract enforcement, property rights and corruption. 
 
The literature shows that access to capital and positive urban externalities have a significant 
impact on the ability to generate sustainable profits for informal entrepreneurs (Rolfe et al., 
2010). Access to finance is typically a major impediment for South African entrepreneurs who 
are without a track-record or any form of guarantee. Ligthelm (2005) found that savings are the 
basis for most capital in the informal retail sector of South Africa. It is unlikely that informal 
enterprises have access to loans from banks and other financial institutions. Credit has to be 
obtained from informal sources such as friends or relatives or non-banking financial agencies on 
unfavourable terms (Becker, 2004). 
 
Clearly, capital determines the current owner‟s revenue. Business training and education could 
also play a significant role in the success of entrepreneurial activity in terms of improving 
revenue. Low educational attainment, without secondary school or higher levels of education, 
adversely influences income and sales. The owner„s educational attainment influences the 
success of entrepreneurial start-up rates (Orford, Herrington & Wood, 2004) and ultimate 
success. It is expected that education bolsters individual capabilities and skills. Conversely, 
illiterate, innumerate, and/or poorly educated individuals are unlikely to have the ability to 
nurture success in retail. 
 
Amin in Muzaffar, Huq and Hallik (2009) argues that starting up a business in the informal 
sector may not require a formal education. Since operating the vending business in the streets 
demands simple skills, the perception is that the vendors do not need to have a high 
educational background in order to perform better. Muzaffar, Huq and Hallik (2009) proposed 
37 
 
that the number of years spent in an educational institution does not significantly affect the 
performance of the street vending business in terms of raising sales revenue. As expected, it is 
the presence of business acumen that forms the vital backdrop to run any form of enterprise. 
Experience helps to develop the insight of doing business in an efficient manner. Although 
receiving a formal education may not be very important in running a business on the streets, 
experience is a highly influencing factor. 
 
A number of studies on developing country entrepreneurial activity reveal that female business 
owners do not have full access to capital. Females find themselves amassed in this sector 
largely due to the lingering legacy of South Africa‟s apartheid regime and the result of negative 
prevailing socio-cultural attitudes, gender discrimination and personal difficulties (Maas & 
Herrington, 2006). Females were traditionally excluded from the formal economy activities like 
the retail trade and microenterprise during the apartheid era. Social and cultural norms also 
discourage women from taking fulltime jobs and investing in their education and training.  
Instead they tend to engage in home-based work. 
 
Since 1931, when it was first formulated, Gibrant‟s law has been a useful benchmark for 
theoretical and empirical research on the determinants of the growth of a firm. It is noted that 
the rate of growth of a firm is independent from its size at the beginning of the period. 
Most empirical analyses reject the notion of independence of growth from size and age of a firm. 
The opposition to Gibrant‟s law is divided into two groups. One argues that there is a negative 
relationship between size and growth of a firm, while the other sees a positive relationship 
between the two. Calvo (2006) significantly rejects Gibrant‟s Law with the view that there is a 
negative relationship between firm growth and firm size. Audretsch and Lehman (2005) found a 
positive relationship between firm age and firm growth.  
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Some studies found that the critical barrier for women in survivalist enterprises is lack of finance 
(Valodia, 2001; Lund, 1998). In a study of women street traders in South Africa, Lund (1998) 
emphasized that women in South Africa suffer high levels of unemployment, especially in rural 
areas. Startup capital often appears as a special constraint for female entrepreneurs (Verheul & 
Thurik, 2001). Existing financial support from government is not accessible to many females 
who are in survivalist enterprises.  
 
It has been observed that survivalist businesses are not likely to hire more than two employees 
but non-survivalist businesses like general dealers and tuck shops do. For example, in South 
Africa, von Broembsen, Wood, and Herrington (2005) discovered that 96 percent of the start-up 
firms in the Global Entrepreneurship Monitor database have no employees, while 3.5 percent 
have between 1 and 5 employees, 0.4 percent have between 6 and 19 employees, and none 
have 20 or more employees. 
  
3.3 EMPIRICAL REVIEW 
3.3.1 International studies 
 
A number of studies have been conducted around the world on the informal sector. The majority 
of these studies compare the informal sector with the formal sector, studying its determinants, 
such as rural-urban migration, tax rates on the informal sector and excessive government 
regulations. Some researchers studied these factors separately. For example, Sookram and 
Watson (2008) studied the informal sector and gender in the Caribbean in the Trinidad and 
Tobago areas. Three models were used in their study. Firstly, the multinomial logit model was 
used to identify the socio-demographic and economic characteristics of the informal sector 
participants. Secondly, the Heckman selection model was used to estimate wage regressions. 
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Lastly, the Oaxaca decomposition technique was used to measure wage discrimination between 
formal and informal sector workers and males and females in the informal sector.  Multinomial 
logit model results show that sex, marital status, ethnicity, education, residential address, 
location of business and sector of activity are significant in determining informal sector 
participation. The Heckman selection model and Oaxaca decomposition technique clearly show 
that discrimination is present. The results also show that a person‟s working experience has 
more weight than qualifications in determining the wage differential. That is, in the informal 
sector, education is not rewarded more than the person‟s working experience. The same trend 
was found in the informal sector male-female wage differential.    
 
Meng (2001) studied the informal sector and rural-urban migration in China. Meng‟s (2001) 
objective was to examine the role of the informal sector in China‟s urban-rural migration process 
and to do this the multinomial logit model was used. Job attainment was used as the dependent 
variable and the independent variables were age, years of schooling, city work experience, rural 
non-agricultural experience, potential agricultural experience and dummy variables for those 
who had worked as farmers. Meng (2001) asserts that wage earners and self-employed groups 
should be distinguished within the informal sector. The findings show that higher quality 
individuals, in terms of human capital, are more likely to be self-employed in the informal sector 
than to be the wage-earner (Meng, 2001). Secondly, the more immigrants working in the city, 
the more likely they are to take a job in the self-employed group of the informal sector than to 
take a job in the other groups. Thirdly, among all immigrants, the self-employed group was more 
satisfied with their current situation than the wage earner group in the informal sector. These 
findings suggest that when analysing the role of the informal sector, one should identify between 
the self-employed and wage earners. 
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Florez (2003) conducted a similar study entitled Migration and the Urban Informal Sector in 
Colombia and used the same model. His study objectives were: to examine the changes in the 
migrant profile from 1984 to 1992 and 2000 and to investigate, for the year 2000, if migration 
status is one of the key determinants of working in the informal sector. Florez (2003) achieved 
his objective through the Multinomial Logit Model. In this model, independent variables were 
divided into three categories: socio-economic individual characteristics, household socio-
economic status and conditions of the local labour market. Results show that the migration 
condition is a major determinant of low quality employment (informal sector or self-employment). 
Florez (2003) concluded that programmes to facilitate the migrants‟ integration to urban life 
would be a key instrument in facilitating their successful integration into the labour market. 
 
Muraya (2006) sought to assess the performance of small scale enterprises in Nairobi, Kenya. 
The study revealed that government intervention and donor funds are essential to enable small 
scale enterprises to attain their full potential. For this study, the Logit model was considered and 
88 enterprises were interviewed. The study results show that with the provision of the basic 
infrastructure, and the elimination of both rigid regulations and the threat of demolition, the 
enterprises perform more efficiently and create job opportunities. Muraya (2006) found that 
although the majority of enterprises were able to earn profits or make enough to support their 
families, government intervention was crucial in assisting small scale enterprises by providing 
land and infrastructure. However, for governments to assist these enterprises, donor agencies 
had to provide the funds needed to build infrastructure and assist proprietors to expand their 
businesses. Further, Muraya (2006) suggested that government or donor agencies can assist 
proprietors by transporting goods to the market. 
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Ihrig and Moe (2004) showed the effect of tax rates and enforcement policies on the size of the 
informal sector. However, without ignoring other effects, this sector naturally declines as the 
economy transitions towards the steady state. Their findings suggest that small changes in the 
tax rate cause measurable changes in the size of informal employment, but modest changes in 
enforcement have negligible effects. Ihrig and Moe (2004) used the simple dynamic model that 
captures the two-way causality between real GDP per worker and the size of the informal 
sector. Their model suggests that tax rates, as opposed to enforcement policy, play an 
important role in determining a country‟s standard of living. More specifically, a country can 
increase its standard of living by reducing the tax rate and attracting people out of the informal 
into formal the sector. Their findings show that a developing economy may be able to improve 
its standard of living by a joint decline in the tax rate and increase in enforcement. In the Ihrig 
and Moe (2004) study, there were four types of variables that were used to explain the size of 
the informal sector, namely: the entrepreneurial factor, personal opportunistic factor, market 
opportunistic factor and financial needs factor.  
 
In the study of optimal policies and the informal sector, Cuff, Marceau, Mongrain, and Roberts 
(2009) examined the interaction of firm level decisions with optimal government policy from 
1990 to 2002. In their paper they construct a simple model of tax evasion in an informal sector 
and consider the effect of undocumented workers on optimal tax and enforcement policy. This 
study found that optimal policies play a crucial role in the wage determination process and lead 
wages to be equalised even when documented and undocumented workers were not competing 
against each other in the same sector.  
 
Macias (2008) studied the informal economy in Mexico by checking the relationships between 
possible cause and indicator variables. Structural Equation Modelling (SEM) is used in Macias‟ 
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empirical analysis. Informality plays a crucial role in the global economy and certainly has a 
direct impact on national economic growth. The existence of informality has reduced the 
pressure on poor countries, providing much needed sources of income for many people. The 
sector has evolved quite radically over the past three decades. Results indicate the stabilisation 
of this sector at levels around 30-40 percent of GDP since about the late 1980‟s, identifying 
taxation, low salaries and excessive regulation as the main potential causes.  
 
Chen (2004) explored the relationship of the informal economy with the formal economy and the 
formal regulatory environment. He began by comparing the earlier concept of the informal 
sector with the new expanded concept of the informal economy, which includes micro-
entrepreneurs, own account operators, informal wage workers and industrial outworkers. He 
argues that most informal enterprises and workers are intrinsically linked to formal firms; 
different segments of the informal economy are over-regulated, de-regulated or under-regulated 
and there are benefits and costs to both formality and informality. Chen (2004) concluded that 
the appropriate role for government is, firstly, to ensure that the formal regulatory environment is 
not biased in favour of formal firms and workers over informal enterprises and workers (or vice 
versa). Secondly, government should regulate the commercial and employment relationships 
between formal firms, informal enterprises and informal wage workers. 
 
De Paula and Scheinkman (2006) investigated the determinants of informal economic activity. 
They presented two equilibrium models of informality and tested their implications using a 
survey of 48,000 small firms in Brazil. They define informality as tax avoidance. Firms in the 
informal sector avoid tax payments but suffer other limitations. In the first model there is a single 
industry and informal firms face a higher cost of capital and a limitation on size. As a result, 
informal firms are smaller and have a lower capital-labour ratio. When education is an imperfect 
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proxy for ability, they show that the interaction of the manager's education and formality has a 
positive correlation with firm size. These implications are supported by their empirical analysis. It 
predicts that the informality of a firm is correlated to the informality of firms from which it buys or 
sells. Empirical analysis shows that various measures of formality of suppliers and purchasers 
are correlated with the formality of a firm. Even more interestingly, when they look at sectors 
where Brazilian firms are not subject to the credit system of value added tax but instead the 
value added tax is applied at some stage of production at a rate that is estimated by the State, 
this chain effect vanishes. 
 
Sargana‟s (1998) study focuses on the service sector in the informal sector.  Sargana (1998) 
explored whether the earnings function specification in the informal sector conformed to the 
basic assumptions of classical regression, whether the condition of homoscedasticity and 
normality hold and, therefore, whether the conventional tests can be performed. To achieve 
these objectives the mincerian earnings function has been estimated with the use of primary 
data. Investment in physical capital along with human capital is proposed because sole 
investment in human capital would produce qualification inflation in the sector. The general 
conclusion can be drawn that in the unskilled services group such as petty trading and domestic 
service, education and skill are mismatched.   
 
Sargana (1998) indicates that there is a positive correlation between education and earnings in 
the urban informal sector of Pakistan. Sargana (1998) suggests that along with the investment 
in human capital, sufficient investment in physical capital should not be ignored. Firstly, it could 
be that education is wholly or partly a signalling mechanism rather than increasing productivity. 
Secondly, increasing investment in human capital only tends to shift the supply of skilled labour, 
resulting in diminishing returns instead of increasing and would produce qualification inflation in 
44 
 
the sector. Consequently, it can be said from Sargana‟s (1998) study that these results indicate 
a positive relationship between education and productivity. Therefore, productivity in the urban 
informal sector cannot be improved, until and unless there is investment in physical capital 
along with the human capital and sufficient demand that would ensure the employment 
opportunities in the sector. It is suggested that to cope with income inequalities, government can 
no longer continue a policy of being neglectful or indifferent towards the growth of the informal 
sector in Pakistan. It is noted that promotion of the informal sector can lead to the possibility of 
helping the poor without any major threat to the rich and redistribution of income. 
 
3.3.2 South African Literature 
Blaauw (2005) studied the dynamics of the informal sector in South Africa in a case study of day 
labourers in Pretoria. According to Blaauw (2005), many workers who do not find employment in 
the formal sector switch to the informal sector. There were two objectives that Blaauw (2005) 
wanted to achieve. The first objective was to address the lack of research on informal labour. 
The second objective was to investigate the dynamics underpinning the labour market of day 
labourers in Pretoria. The model used was the stock-flow model of the labour market.. 
 
Blaauw (2005) found that economic growth on its own does not meaningfully contribute towards 
the creation of new job opportunities, especially for illiterate people. The new jobs being created 
are for high-skilled sectors like trade and private services and are marginal compared to the 
employment opportunities lost in the low and semi-skilled sectors of the economy. Blaauw 
(2005) further suggested that the development of existing skills and the acquiring of new skills 
that are in demand in the labour market are critical for these people. The Blaauw (2005) study 
shows that many activities in the informal sector cannot provide a permanent solution to 
unemployment. This study recommends that policies addressing structural unemployment, like 
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training and skills development, have to be directed to this industry as well. Finally, the Blaauw 
(2005) study asserts that only an increase in the available pool of human capital will enable 
these people to cross the bridge to formal employment. 
 
Davies and Thurlow (2009) examined the economy-wide linkages between formal and informal 
economies while accounting for different types of informal activities. Davies and Thurlow (2009) 
adopted a broader view of informal employment, by including workers who are informally 
employed in the formal sector. They found that this partially explained South Africa‟s 
disproportionately small informal sector. Model results indicate that, while trade liberalisation 
reduces national employment, it has sharply different implications for the formal and informal 
sectors. Beyond policy implications, the findings confirm the need to assess the differential 
implications of policies on formal and informal economies. 
 
Devey, Skinner and Valodia (2003) sought to address the problem of data on informal 
employment in South Africa.  Their paper was divided into two distinct sections. They begin by 
outlining basic labour market data in South Africa and examine the problem regarding informal 
economy employment data. They show that estimates of the level of the informal economy 
employment in South Africa are highly variable. The paper is unable to indicate the precise level 
and extent of informal employment in South Africa. As such, it argues that any policy 
discussions on employment, and more specifically on informal employment, should be 
conducted with extreme caution. The paper also explores whether the distinction that is drawn 
between formal and informal employment is a realistic one. This opens debate on whether the 
enterprise based definition of informal work currently used in South Africa is an appropriate 
criterion for classifying workers. They show that significant proportions of workers classified as 
informal display characteristics of formal work, and an increasing number of formal worker‟s 
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jobs are characterised by conditions that are typical of informal work. Thus, the argument arises 
that a definition based on work characteristics, rather than an enterprise based definition, may 
be a more appropriate method for classifying workers. They concluded that, given the size and 
growing importance of the informal economy, it is important to measure the sector accurately. 
Accurate measurement will facilitate improved predictions and modelling of economic 
performance and market behaviour (ILO, 2002).  
 
Dlamini (2002) examined the policy responses of organised labour towards the informal sector. 
He found that a new firm without sufficient capital or sufficient size has a higher risk of business 
failure. He also argued that the new firm tends to have more difficulty surviving in an industry 
characterised by a high entry rate. With respect to time of entry, the new firm that entered just 
before or after the collapse of a bubble economy has more likelihood to fail. The regression 
model estimated was not only based on age, but also on calendar time. Based on calendar 
time, it was found that the firm‟s age was  related to business failure. 
 
Krakowski (2005) used multiple indicator and multiple cause (MIMIC) models to estimate the 
size of informal economies. The dependent variable was the size of the informal economy and 
the independent variables was the percentage of informal economy of GNI, starting business 
cost, starting business duration (days) opportunity cost of starting business duration per day, 
taxes, cost of labour regulation, probability of detection per year, penalty in case of detection, 
advantage of working in the formal sector, government effectiveness, rule of law and real 
interest rate. Krakowski (2005) found in particular that different levels of tax rates seem to be 
compatible with similar sizes of the informal economy, whereas the degree of labour market 
regulation explains a significant part of the differences between the informal economies around 
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the world. The costs of starting a business do not seem to be important in explaining the 
informal economies; it is not significant in any of the regional or world regressions. 
 
The Morris, Pitt, and Berthon (1996) study aimed to explore further the nature of the informal 
sector, and specifically, to distinguish entrepreneurial from non-entrepreneurial business activity 
within this sector; to describe the results of a series of in-depth interviews with owners from a 
cross-section of small businesses located in a black South African township; to identify a sub-
group of firms that demonstrate relatively strong entrepreneurial orientations and to distinguish 
this group from the remainder of the sample, and lastly, to draw implications for theory 
development, ongoing research and public policy.  
 
Their findings suggest that there is an analogy in the informal sector: while most informal 
businesses do little more than subsist, a subgroup exists which is relatively dynamic. To identify 
the subgroup, they began with businesses that made a product or delivered a specialised 
service, which may serve as a good initial screen when looking for entrepreneurial potential. 
The overall sample demonstrated more of an opportunity-driven mindset, future-oriented outlook 
and a higher level of business sophistication than has been reported or attributed in other 
informal sector studies. Their study excluded food shops, liquor stores, butchers, urban street 
vendors, domestic servants and so forth. Beyond this, it appears that the formal education level 
achieved and the skills-related training received by individuals were the key factors in their 
accomplishing a degree of sophistication in business operating practices. Moreover, informal 
sector businesses that are more sophisticated tend to achieve higher levels of sales, create 
more jobs for family members and have a more positive growth outlook. Education levels are 
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also directly related to the creation of non-family employment. In addition, motivation is a factor 
of success, with those who report being driven by the perception of opportunity tending to create 
more growth. 
Rather than ignore the informal sector, public policy makers should target programmes to the 
growth-oriented segment of existing and potential businesses within this sector. They believe 
that the entrepreneurial segment of the informal sector constitutes a percentage of businesses 
similar to that found in the formal sector. A key difference is the need to concentrate on basic 
education and training in the informal sector, at least in countries like South Africa, where 
historical, political, economic and social discrimination has created an undereducated black 
majority. 
 
3.3.3 Informal retail trade sector 
Smith and Stelcner (1990) are particularly worth mentioning. Smith and Stelcner (1990) analyse 
Peru‟s urban informal sector, particularly the women‟s role in it. They based their research on a 
theoretical model of informal retail trade. Their study objectives were: to find the factors that 
explain differences in the performance of retail businesses and to find the types of policy 
initiatives that might improve the performance of firms. Smith and Stelcner (1990) used the 
revenue model to achieve their objectives. Their study dependent variable was the logarithm of 
monthly gross revenue, and their independent variables were business location, firm-age, 
expenses, capital, stock, logarithm of labor, training, education and experience. They used 
existing national data for their study. Smith and Stelcner (1990) recommend that channeling 
credit to small businesses; promoting cooperatives and self-help; associations which provide 
credit, facilitate bulk purchases and establish markets for entrepreneurs; providing technical 
assistance, such as short-term instruction in basic management; making it easier and cheaper 
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to get business licences; providing or facilitating cooperative childcare centres, facilities for 
preparing food and neighborhood facilities for basic health care to reduce the heavy workload 
typical for women will help this sector to succeed. The model they used is similar to this study‟s 
model. They concluded that the extent to which estimated productivity differs among male, 
female and mixed firms appears to be due largely to the distribution of factors across 
enterprises than to any inherent advantage or disadvantage in the type of firm. The empirical 
analysis suggests that proactive policies would increase substantially the productivity of small 
businesses. Providing assistance to small businesses makes good economic sense, particularly 
if directed to those with low factor endowments. 
 
3.3.4 Informal retail trade sector in South Africa 
Rolfe et al. (2010) analysed entrepreneurs in South Africa„s informal sector. Their aim was to 
determine the extent to which African informal retail trade generates viable enterprises. To 
assess the prospects for South Africa‟s informal retail sector, questionnaires were used to 
obtain information from owners of small-scale establishments in a random sample taken 
throughout the country in 2007. The owner‟s salary and sales data were important to 
understand viability. They tested the influence of urbanisation externalities on sales and owner 
income. Their regression results show that access to capital and positive urban externalities 
have a significant impact on the ability to generate a sustainable livelihood for informal 
entrepreneurs. Rolfe et al. (2010) further show that women entrepreneurs face distinct 
difficulties in generating a viable income through informal retail trade. 
 
Martins and Ligthelm (2004) analysed the level of entrepreneurship in the informal retail sector 
of South Africa. Their objective was to construct a profile of informal retail outlets in township 
areas in order to establish their functioning and dynamics within the informal sector. They 
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addressed aspects such as informal retail entrepreneurs, the interaction of informal retailers 
with their customers and suppliers, capital needs and sources, employment, turnover, 
assortment of merchandise and the constraints encountered. They selected a sample of 481 
informal retailers (hawkers, spazas and general dealers) from the national survey data which 
was collected during July to September 2003. The following areas were included in the survey: 
Soweto, Mamelodi, Daveyton, Mdantsane, Umlazi, Kayelitsha, Michells Plain and 
KaNyamazane. Results from the sample show that the general level of education is low; most 
applicants had none or almost no formal business training prior to starting the business; also, 
unemployment was a major factor for starting the business rather than possible lucrative 
opportunities; another defining factor was the small average employment offered and 
investment. It is perceived that the informal retail sector contributes significantly towards the 
generation of income for thousands of business owners, but the majority of cases lack the 
growth dynamics that characterise successful entrepreneurship. 
 
More studies on the South African informal retail trade sector have been conducted by Prof A.A. 
Lightelm. Lightelm (2003) studied the informal retail structures in South Africa with the objective 
of contributing better insights into informal retail trade activities. Spaza shops were used as a 
case study. 340 spaza retailers in all provinces in South Africa were interviewed and his 
questionnaire sought to find information on the following issues: profile of the spaza owners, 
physical characteristics of the spaza shops, financing, employment, procurement of 
merchandise, relationship with suppliers, transport, hostilities towards spazas, business 
problems, advertising and promotion and location. In his findings he shows that spaza shops 
are not only survivalists, but they are also more sophisticated and linked with the rest of the 
economy. Furthermore, he suggested that the composition of the South African economy 
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towards informal retailers in the market needs substantial adjustment in market views and 
production planning in the various sectors of the economy.  
 
Lightelm (2004) sought to construct a profile of informal retail outlets in township areas in an 
attempt to establish their functioning and dynamics.. Similar to Martins and Ligthelm‟s (2004) 
study, Ligthelm (2004) addressed aspects such as the informal retail entrepreneur, the 
interaction of informal retailers with their customers and suppliers and other aspects such as 
capital needs and sources, employment, turnover, assortment of merchandise and constraints 
encountered. He used the sample that was used for the study of Martins and Ligthelm (2004). 
His analysis shows a continuum of informal retailers ranging from absolute survival firms to fairly 
developed firms; township general dealers seem to be on the upper end of the range and 
portray far more established characteristics than hawkers, who are survivalists. Spaza shops 
occupy more or less an intermediate position. It is highlighted in this study that the majority of 
the firms remain at survival level because they were established in non-lucrative business 
environments. It also reveals that informal retailers encounter serious problems that have a 
negative effect on their profitability. These problems include: severe competition among informal 
retailers to a hostile external environment; high level of crime such as burglaries, property theft, 
vandalism and physical attacks on owners and employees. He suggested that government 
should take support services to these businesses as an urgent matter. This support should 
include management and business skills training, financial support systems, counselling on 
running a business and security.  
 
Ligthelm (2005) conducted yet another study on the informal retail sector, focusing on spaza or 
tuck shops. Although this study considers the spaza and tuck shop as two different things, it still 
recognizes the fact that they are very similar in terms of the items they sell. The spaza shop is 
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normally a home-based business, whereas the tuck shop is normally located in areas 
designated for business and is often established near transportation ranks, near schools, in 
institutions of higher education such as universities and colleges and next to places of work. 
The aim of his article was to focus on one of the prominent sub-sectors of informal retailing, 
namely spaza or tuck shops, defined as small retail businesses which operate from a residential 
stand or home. Particular attention is paid to the size, role and characteristics of spaza trade in 
South Africa. This trade is estimated to account for nearly 3 percent of South Africa‟s retail 
trade. He found that most households in their study relied very heavily on the income that is 
generated by home-based enterprises, and more than half the households involved in home-
based enterprises have no other income. Furthermore, informal retail in developing communities 
depicted a range of fairly established to survivalist businesses.  
 
3.4 Conclusion 
It is evident from the literature that the informal retail trade in South Africa is a big part of the 
informal economy (Devey et at. 2006). The literature review has sought to expose trends and 
highlight some current matters that confront the informal retail trade sector. There are few 
studies conducted about the informal retail sub-sector particularly in South Africa.  Rolfe et al. 
(2010), Lithelm (2003, 2004, 2005 and 2006), and Martins and Ligthelm (2004) are worth 
mentioning in the theory of the informal retail trade sub-sector in South Africa, without forgetting 
Smith and Stelcner (1990), who analysed Peru‟s informal urban retail trade. There are other 
South African writers who have contributed significantly to this study, although their studies 
focus on other aspects of the informal sector. Although Blaauw (2005), Davies and Thurlow 
(2009), Devey, Skinner and Valodia (2003), Loayza (1996), Dlamini (2002), Krakowski (2008), 
and Morris, Pitt, Berthon‟s (1996) were not specifically studying the informal retail trade sector, 
they provided significant theory about the informal sector and its important aspects.  
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Most studies in the informal retail trade sector in South Africa were conducted in Cape Town, 
Durban, Pretoria and Johannesburg. The recommended policies were implemented in those 
cities. Thus far, no study appears on the Port Elizabeth informal retail trade sector. This 
knowledge gap on the Port Elizabeth retail trade provides a rationale for this study. It is apparent 
from the theoretical review that a number of factors are significantly affecting the informal retail 
firms‟ revenue. Another issue found after analysing South African literature is that they are all 
qualitative. Therefore, these studies showed a need for a quantitative study that will measure the 
significance of these factors and provide a model for the informal retail trade firms like Smith and 
Stelcner (1990) did in the case of Peru‟s informal urban retail trade.  
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CHAPTER 4 
METHODOLOGY 
4.1 Introduction 
This chapter provides a discussion on the theoretical and empirical models underlying the 
analysis. It also presents the approach used in data collection.  
 
4.2 Theoretical model 
      The theory underlying this research study is a modified revenue model. Revenue is defined as 
the total amount of money that an enterprise receives from selling its goods and services during 
a given time period. Revenue, Sales and Sales Revenue are used as interchangeable terms in 
this study.  The revenue figure is essential for the survival of the firm as there is no business if 
there are no sales made. Hence, this study dwells on revenue rather than profit. For infant firms, 
revenue can sometimes serve as a measure of potential profitability in the future. According to 
Chandra and Byung (2008), revenue is more informative in the analysis of a firm‟s performance. 
Profit is automatically attached to revenue, as in order to make a profit firms must have more 
revenue than expenses.  Chandra and Byung (2008) suggested that revenue growth is crucial 
for young firms as higher future earnings are the results of bigger market share. Blinder (1992) 
preferred the firms to maximise revenue than to maximise profit since revenue-maximisers have 
distinct advantage over profit-maximisers in the long run in terms of labour costs, survival and 
growth. The firms that seek long term objectives (long-run growth of the firm) eventually have 
low market price and consequently make more sales (Tabeta & Wang, 1996).  
 
       The traditional revenue model is specified as follows: 
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       ititit QPR                                                                                                                (1) 
 
where R, P and Q represent revenue, price per unit and quantity of units sold respectively. itR  
represents the revenue of the firm i at time t : ititit QPR  .   
  
      The theoretical model follows the revenue model which was used by Smith and Stelcner (1990). 
Their model evolved from the traditional model shown in Equation (1) above. 
 
       The modified revenue function shows that retail firms are also faced with the probability that the 
contacted customer may make a purchase. Given that potential customers arrive randomly at 
the location of the firm, the second visit will be determined by the characteristics of a firm such 
as location, reputation and the treatment of customers. In other words, if a buyer is happy with 
the above three factors, there are high chances that the buyer may become a regular buyer.  
Among other factors, it is assumed that the customer‟s desire to purchase is stimulated by a 
firm‟s sales effort )( iT . Since the retail shops sell similar goods, they tend to differentiate their 
goods from one another through advertising. Hence firms with a better advertisement strategy 
can make more sales than others. There is supposed to be a threshold level )( jt  above which 
customers respond to the advertisement level. Advertising has a dual function of business: it 
can prompt the attention of the potential buyer or lower the potential buyer‟s resistance to 
purchase.  In order for a new arrival buyer to make a purchase, the sales effort )( iT  should be 
greater than the threshold )( jt  otherwise the purchase is not guaranteed. If customers have 
their threshold level distributed according to the same function F , a firm with sales effort iT  has 
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)( iTF  as the probability of making sales to randomly arriving customers. Following Smith and 
Stelcner (1990), the modified revenue function may therefore be given as: 
 
              )]([)( ii
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where 
E
P  is the expected price per unit received by a firm and )( i
E XN  is the expected 
number of shoppers arriving at enterprise i . EN  depends on the characteristics of firm i  and 
)( iX  is an individual variable, for example, location. Thus two firms may have a different 
number of arrivals due to their differences in characteristics. The number of arrivals of a firm can 
be expressed as: 
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where 
i
jx  is a measure of the 
thj  characteristic in firm i . )( i
E XN  appears to be linear in its 
logarithm and shows that the number of arrivals is non-negative. 
 
       )]([ iZTF  is the probability that shoppers will make a purchase from firm i . F  depends on a 
vector of a firm‟s characteristics, iZ , which includes labour, materials/expenses, capital and 
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inventories. Therefore, F  can be written as a function of iT  where iT  is an index of sales effort 
and output produced by the firm and specified by: 
 
          )( ii zTT                                                                                                             (5) 
 
       F  is assumed to be the positive function of iT , bounded between 0 and 1.  F  is also the 
cumulative distribution function for the random variable )( jt  accounting for individual consumer 
purchasing thresholds. Based on the applied research, the cumulative distribution function F, is 
supposed to be given by the logistic function:  
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Equation (5) shows that the index iT  is explained by characteristics iZ  of firm i . This function 
illustrates the fact that labour is critical to the operation of retail firms, but that other factors are 
not. If 
iZ1  is defined as the labour component of iZ , the indispensability of labour can be 
introduced by requiring iT , to be an increasing function of the logarithm of 
iZ1 . Bringing in other 
factors that are affecting iT  in a linear function, leads to the equation (7): 
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      where Fn  is the number of factors used in the production of iT . As long as 01  , labour is an 
indispensable factor with a positive contribution with regard to the increase of the index iT . 
When labour decreases, iT  also decreases and )( iTF  approaches zero. 
i
jZ  represents any 
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other factor and is only  productive if 0j . The index iT  is equal to the parameter 0  when 
labour is equal to one unit and all other independent variables are zero. The parameter 0  can 
be negative and large enough in absolute value such that ]exp[ 0  is large and )( iTF , the 
average frequency of sales, is small when almost no factors are allocated to sales.  
 
       Following the arguments above, it may be argued further that for a representative firm in the 
retail sector, the revenue function is comprised of both a deterministic and a stochastic 
component. Hence, the revenue function becomes:  
 
         iii vrR                                                                                                              (8) 
            
where iv  is an error term associated with equation (1). The deterministic model assumes that 
there is a perfect relationship between dependent and identified independent variables, whereas 
in reality there are other variables that might affect the dependent variable.  Hence the 
stochastic model includes an error term in its equation. It is assumed that the expected value of 
an error term is equal to one, 1]][exp[ ivE . In this study, the revenue function is estimated in 
logarithmic form as: 
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4.3 Empirical model 
Based on the theoretical model discussed above, the explicit revenue function adopted for the 
informal retailer may be written as: 
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where: 
 
sidentialLocation Re_  represents the location of a firm that is situated in a section of a 
residential home. sidentialNonLocation Re_   represents the location of a firm operating  in a 
non-residential area; AgeFirm _  represents the number of years a firm has been in operation: 
),,,,,(

 EducationTrainingLabourStockCapitalExperiencefTi  
 
   A priori expectations: 
        α0>0; α1>0; α2>0; α3>0  
 
 4.4 Data issues and sampling 
The data for this study was collected from informal retailers in the central business districts 
(CBD) and townships of Port Elizabeth. Port Elizabeth was chosen as a case study because its 
municipality, Nelson Mandela Metropolitan Municipality (NMMM), is one of the two 
municipalities that has the highest rate of unemployment in all Eastern Cape municipalities. Port 
Elizabeth is one of the five biggest cities in South Africa, with a sizeable population of informal 
retail businesses. 
 
4.3.1 Sampling 
    Thus far there is no known census of informal retail traders in the NMMM. Consequently, one is 
not able to pick a representative sample based on a well-defined sampling frame even though 
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sampling entails selecting an unbiased or random subset of the population from which one may 
draw conclusions about the entire population for the purposes of making predictions based on 
statistical inference. This study is not based on a pure random sample 
    Sampling methods are divided into two categories, namely, probability sampling and non-
probability sampling. Probability sampling is based on the principle of random selection, which is 
a controlled procedure that ensures each element within the population is given a known non-
zero chance of being selected. In probability sampling the population is represented well; the 
confidence intervals for the statistic are able to be estimated and it is generally more accurate 
and rigorous, but not always feasible. 
Clearly, probability sampling is needed for standard practice for statistical and economic 
surveys. However, due to the absence of a credible sampling frame and budget constraints, the 
study used a purposive sampling approach with a certain degree of systematic sampling. 
Consequently, three hundred retailers were selected from the chosen locations. The purposive 
sampling did not produce a sample that is representative of a larger population, but rather 
produced exactly what was needed. This approach was also chosen based on the small size of 
the population that was investigated, namely a specific group of retailers, specifically from the 
informal sector. The sample was split evenly between males and females as both have different 
participation rates in the informal retail sector. This targeted informal retail trade includes 
owners who are operating in permanent trading premises, central business districts, townships 
and all areas of informal retail trade. 
 
4.3.2 Data collection instrument 
The survey was based on a face-to-face interview method using structured questionnaires. The 
questionnaires are made up of both open format questions, as well as pre-coded questions.  
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Among the list of questions that the questionnaire addressed, the following business 
characteristics were included: the number of years that a business has been in operation, 
location (residential and non-residential), financing sources, number of employees, suppliers, 
business problems, advertising and business profitability. It also enquired about the following 
entrepreneurial characteristics: owner‟s employment, experience, training and education. These 
questions were divided into sections, namely demographic characteristics of a firm and 
business operations.  This data gathering method was chosen mainly because it was successful 
in studies that needed primary information. This method yielded the highest magnitude of 
activities carried out in the informal sector for previous studies. 
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CHAPTER 5 
MAIN FINDINGS 
5.1    Introduction 
The empirical findings of this study were obtained by administering 300 questionnaires to 
traders in the informal retail trade sector in the Port Elizabeth area based on a purposive 
sampling method. The presentation and analysis of results follow. An example of the 
questionnaire and regression outputs used are attached as Appendix A and B at the end of the 
dissertation. 
 
5.2    Descriptive statistics 
Some characteristics of informal retailers are portrayed in this section to establish a profile of 
the informal retailers in the Port Elizabeth area. Respondents were requested to provide 
information about themselves: information relating to their education, training and business 
experience. Furthermore, information relating to their businesses, such as the age of the 
business, the type of area in which the business operates and the number of months during 
which they operated was also requested.  
 
5.2.1 Characteristics of informal retailers  
Figure 5.1 shows the items merchandised by informal retailers. Of the 109 items that are sold by 
informal traders, about 56 percent of them were grocery. This was followed by 20.18 percent for 
accessories, 11.9 percent for clothing and footwear and 7.3 percent hardware. 
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Telecommunication or/and technologies made up the smallest percentage of all items 
merchandised by respondents; taking only 5.58 percent of the total items sold. 
 
Figure 5.1: Categories of the items sold by informal retailers 
 
Source: Author‟s calculations based on survey data 
 
Table 5.1 below depicts the summary of the highest education, training and experience of the 
respondents or owner of the business.  Table 5.1 shows that a large percentage (49%) of the 
respondents had a secondary education, followed by 22 percent of the respondents who had a 
primary education and 19 percent of the respondents with a matriculation qualification.  Only 4 
percent of the respondents did not have formal education and only 6 percent had either tertiary 
education with matriculation or tertiary education with no matriculation. With regard to business 
training, the results indicated that 96 percent of 300 informal retailers interviewed in Port 
Elizabeth did not have business training. Only 4 percent had business training.  The survey 
results show that 31 percent of respondents started their businesses without experience.  
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 Table 5.1:  Demographic data relating to informal retailers 
Education Frequency Percentage (%) 
No Formal Education 11 4 
Primary Education (Grade 1 - 7) 66 22 
Secondary Education (Grade 8 - 11) 148 49 
Matric (Grade 12) 58 19 
Tertiary 17 6 
Training Frequency Percentage (%) 
Yes 11 4 
No 289 96 
Total 300 100 
Experience Frequency Percentage (%) 
Yes 94 31 
No 206 69 
Total 300 100 
Source: Author‟s calculations based on survey data 
 
5.2.2 Business characteristics 
With regard to inventory management, orders were predominantly placed on a weekly basis. 
The majority of the respondents sell fruit and vegetables which they procure from suppliers, that 
is, from wholesalers in Korsten and the Fresh Fruit and Vegetable  Square-Market in 
Motherwell. 
As the literature suggested, the informal retail trade sector creates jobs.  However, the survey 
showed that only 41 percent of businesses offered employment to other family members. With 
regard to non-family members the statistics were very low, with 15 percent of the businesses 
offering employment to non-family members.  
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The products and services the businesses offered to customers were grouped into the following 
broad categories: grocery, clothing and footwear, telecommunication and accessories.  
Table 5.2 below shows the length of time the businesses have been operating, type of area in 
which the businesses operate, and the number of months during which they operate in a year.  
The survey results showed that the majority (62%) of businesses were established more than 
five years ago, while 38 percent were five or less than five years old. Of the 62 percent, 6 
percent of these businesses were started more than 20 years ago. With regard to the type of 
area in which the businesses operate, the vast majority (74%) of the respondents run their 
businesses in non-residential areas, while only 26 percent run their businesses in residential 
areas. With regard to the number of months a business operated during a year, 97 percent 
operated between 9 and 12 months. Only one and two percent operated within one to four and 
five to eight months respectively. 
 
Table 5.2:  Data relating to firm characteristics 
Age of a Business Frequency Percentage (%) 
< 1 year 2 1 
1 – 5 years 111 37 
6 – 10 years 77 26 
11- 15 years 64 21 
16- 20 years 27 9 
21-25 years 10 3 
Over 25 years 9 3 
Total 300 100 
Type of area in which the business operates Frequency Percentage (%) 
Residential  77 26 
Non-Residential 223 74 
Total 300 100 
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Number of months during which businesses 
operate in a year Frequency Percentage (%) 
1-4 Months 2 1 
5-8 Months 5 2 
9-12 Months 293 97 
Total 300 100 
Source: Author‟s calculations based on survey data 
 
5.2.2.1 Turnover and expenditure 
The monthly revenue of businesses ranged between R62.00 and R43 2000.00. Respondents 
were asked to estimate the running costs of their businesses for the preceding month per 
expenditure item. Although respondents were asked to estimate the operational costs of the 
business (such as telephone and transport), it was not always possible to distinguish between 
household costs and business costs, especially in the case of spazas, where the business is 
located on the same premises.  
 
Table 5.3 shows a summary of monthly revenue and cost. The monthly turnover figures were 
exceptional, with a median of R6 140. Monthly turnovers of less than R5 000 were being 
attained by 40 percent of the respondents and turnovers of between R5 001 to R15 000 were 
being attained by 37.6 percent of the respondents. Two exceptional turnover figures of 
R140 000 and R432 000 were obtained by two respondents, representing 0.7 percent of the 
respondents. This is because these firms were selling items that did not have competition in an 
area with a substantial target market. Table 5.3 indicates that the majority (59, 7%) of the 
respondents reported less than R5 000 monthly expenditure and only one respondent incurred 
expenditure between a range of R100 001-R200 000. 
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Table 5.3:  Monthly turnover (revenue) and total cost 
Monthly Revenue Frequency Percentage (%) 
Less than R5 000  120 40 
R5 001-R15 000 113 37.6 
R15 001-R30 000 39 13 
R30 001-R120 000 26 8.7 
R120 001-R500 000 2 0,7 
Total 300 100 
Monthly Total Cost  Frequency Percentage (%) 
Less than R5 000 179 59,7 
R5 001-R15 000 83 27,7 
R15 001-R30 000 24 8 
R30 001-R100 000 13 4.3 
R100 001-R200 000 1 0.3 
Total 300 100 
Source: Author‟s calculations based on survey data 
 
5.2.2.2 Monthly profit margins 
Table 5.4 shows that out of 300 respondents, 128 obtained profit margins between a range of 
(R1001-R5 000) that is, 42.7 percent of the respondents; 87 obtained R1000 and less, that is 29 
percent ; 77 obtained profit margins between a range of (R5 001-R20 000) that is,  25.7percent. 
Only 8 respondents obtained profit margins of R20 000 and above, representing 2.6 % of the 
respondents. 
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Figure 5.2 Monthly profit margins 
 
Source: Author‟s calculations based on survey data 
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5.3 Cross-sectional regression results 
This section presents the regression outputs as well as outcome of the diagnostic tests. Table 
5.4 below shows the regression results. 
 
5.3.1 Analysis of the variables 
Education dummies 
The study examined the role of education in explaining revenue outcomes by using three 
dummies. Although education dummy variables (primary, secondary and tertiary education) 
gave expected signs in Table 5.4, they were statistically insignificant at the 5 percent level. 
These results were in line with priori expectations. They agreed with Amin‟s (1989) notion that 
doing business in the informal sector may not require formal education. 
 
Location of business 
The residential area was significant at the 5 percent level, while non-residential was insignificant 
at the 5 percent level. The results showed that the relationship between the location of business 
and revenue was weak. According to these results one cannot assert, at any realistic level of 
confidence, that firms located in a residential area are less or more profitable than those located 
outside a residential area. 
 
Capital 
Having capital proved a positive sign and gave a significant coefficient of 0.17 at the 1 percent 
level, indicating that a 1 percent increase in capital could have a 0.17 percent influence on 
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increase in revenue. This means that businesses with high capital are likely to have better 
revenue. 
 
Labour 
Regression results of this study supported the literature review.The study confirmed  that labour 
was an indispensible factor in the operation of the retail firms. Labour with a coefficient of 0.38 
was significant at the 1 percent level. These results suggest that every unit increase in labour 
could lead to a 0.38 point increase in revenue.  
 
Inventory 
The inventories submitted in this study gave a positive significant coefficient at the 1 percent 
level, signifying that a1 percent increase in inventory could lead to a 0.20 percentage point 
increase in revenue. These results are in line with priori expectations. 
 
 
Experience 
The experience variable was insignificant at the 10 percent level. This could be because very 
few respondents reported that they had operated a similar business before they started their 
current business. Otherwise, this variable was expected to have a significant positive 
contribution to each firm‟s revenue. It could be expected that the significance of experience to 
the revenue model would increase with the age of business, as informal retailers do not have 
prior experience they learn by doing. 
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Age of business 
The age of a business had a coefficient of 0.40, significant at the 1 percent level. This indicated 
that the age of a business is highly significant. The results showed that at the 1 percent increase 
in age of business, there was an increase in the revenue of a firm by 0.40 percent. This 
suggests that this variable is very important in determining the revenue of a firm. These results 
are relevant to the study. 
The t-test in this section (that is, under 5.5) was used to determine whether there is a 
relationship between the revenue earned and tested variables. If the revenue was completely 
unrelated to the independent variables used in this study, it would be expected that any 
variation in any independent variable would have no impact on the revenue. If this was true the 
intercept coefficient would be close to zero, but this was not the case in this model. Its constant 
coefficient was 5.95. 
F-stat = 17.90 and the critical F-value was 0.00, which is far less than the 0.05 level of 
significance. This implies that the overall model is significant. 
R2 for the model was 0.38, which means that about 38 percent of the sample variation in 
revenue of the informal retail firms was determined directly by the nine independent variables 
that were used in this model. 
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Table 5.4: Regression Results for the OLS of the (log) Monthly Revenue   
OLS regression results for (log) monthly revenue 
(including education dummies) 
 
OLS regression results for (log) monthly 
revenue (excluding education dummies) 
Variable                          Coefficient    t-stat        P-value Coefficient    t-stat      P-value 
Education dummies                        
   -                      -                - 
   -                      -                - 
   -                      -                - 
 
  -0.584**          -2.362 0.018 
  -0.051***         -0.218 0.827 
 
   0.174*             5.317        0.000 
 
   0.381*             2.859       0.004   
 
  0.207*               5.388       0.000 
 
 -0.009***           -0.069      0.944 
 
  0.400*               5.138      0.000  
    
    
 
 
                                                                
     Primary Education 
     Secondary education 
     Tertiary Education 
0.021***    0.059        0.952 
0.148***    0.428        0.668 
0.129***    0.352        0.724 
Location of business 
     Home 
    Stall/Kiosk 
Log capital                                
Log labour  
Log inventory 
Experience 
Log age of business 
 
0.588**    -2.337        0.020 
-0.055***  -0.236       0.813 
0.172*       5.206        0.000  
0.359*        2.583       0.010    
0.201*        5.157       0.000 
-0.022***   -0.167       0.867 
0.403*       5.135        0.000 
 
N                                         300 
R-squared                        0.382 
Mean Revenue                 8.641 
F-statistic                         1 7.906                     0.000    
  300 
  0.380 
  8.641 
  25.67 
Diagnostic Tests 
LM Test                               0.670**                          0.413 
DW Test                              1.905                             
White Test                           15.408***                      0.350 
Ramsey RESET Test           0.743***                        0.476 
0.670** 
1.896 
13.219*** 
    0.413 
     
    0.279 
0.445***                            0.640 
 
Note:* The null hypothesis is rejected at 1 percent level of significance; ** the null hypothesis is rejected 
at 5 percent level of significance; *** the null hypothesis is rejected at 10 percent level of significance. 
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5.3.2 Diagonistics 
The model presented above is based on the assumptions of the classical linear regression 
model. If the data used violates these assumptions, the least squares estimation procedure 
fails. Therefore, it is necessary to test for robustness of the estimation results. This is done 
using specification and diagnostic tests. The tests performed included the DW statistic test for 
first order autocorrelation, the Lagrange Multiplier (LM) test for higher order autocorrelation, the 
White test for heteroskedasticity and RESET for specification errors.   
 
5.3.2.1 Testing for Heteroskedasticity: White Test 
Heteroskedasticity was tested because cross sectional data was used. Heteroskedasticity is the 
violation of one of the classical assumptions, where the variances for the observations are not 
equal (Hill, Griffiths and Lim, 2008). This kind of classical assumption violation is popular in 
cross sectional data. For this reason, it is necessary to test the presence of heteroskedasticity in 
this model.  In the presence of heteroskedasticity, ordinary least squares estimators are 
inefficient and they do not have minimum variance. The White Test is the most appropriate test 
for heteroskedasticity, and that is why it was chosen above other tests for this study. There will 
be heteroskedasticity in the model if the Obs* R-square value is greater than the χ2 value. The 
null and alternative hypotheses of the White Test are as follows: Ho: heteroskedasticity is not 
present against H1: heteroskedasticity is present.  
For both regressions, the null hypotheses were not rejected since their chi-square statistics 
were χ2 = N R2 = 300*0.05= 15.40 and 13.219 and their 5 percent chi-square critical values were 
χ2(0.95, 14) = 23.68. and 19.675, respectively. These results led to the failure of the null 
hypotheses rejection, so it can be inferred that no heteroskedasticity exists; that their variances 
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do not increase with the increase in independent variables. Since the White Test revealed that 
heteroskedasticity does not exist, it was therefore not necessary to correct for it. 
 
 5.3.2.2 Serial Correlation Test: Durbin Watson. 
Serial correlation is evident in the existence of correlation between residuals. It leads to the 
underestimation of standard errors. The presence of autocorrelation makes the hypothesis test 
invalid. This is because of the increase in true variance of estimated beta parameter (β), the 
small value of the estimated variance of beta parameter (β), a decrease in SE (β), and an 
increase in the t-tests. This can also lead to a bigger R
2
. In the presence of autocorrelation the 
least squares estimates, though unbiased, are still inefficient.  
The Durbin Watson Test is used to determine the presence of first order autocorrelation. The 
lower limit and upper limit is 1.65 and 1.69, respectively. Since the Durban Watson statistics for 
both models were above the upper limit; that is close to 2, it can be inferred that there was no 
autocorrelation. 
 
5.3.2.3 Serial Correlation Test: Lagrange Multiplier (LM)  
The Lagrange Multiplier (LM) Test is designed to test for higher order autocorrelation. The rho 
(ρ) is given as a coefficient of RESID (-1) and used to detect serial correlation. This test is one 
of the most reliable tests for autocorrelation. The results of the LM Test in both models indicated 
that there were no signs of autocorrelation in the study since the probabilities were greater than 
0.05. 
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5.3.2.4 Specification Test: Ramsey RESET Test 
The Specification Test (Ramsey RESET Test) was performed to detect if there was no inclusion 
of irrelevant variables, omitted variables and incorrect functional form. Table 5.4 shows that 
education dummies were irrelevant variables in the estimation of the revenue model and they 
lead to specification error. After excluding them, the Ramsey RESET Test (for 2 fitted items) 
rejected the null hypothesis at the 5 percent level of significance since its F-statistic of 0.44 was 
less than the corresponding probability value of 0.640. It can be thus inferred that there was no 
specification error. Therefore, the functional form of the model was well specified.  
After correcting for any misspecification error, most variable coefficients increased a bit and 
their probabilities slightly decreased. 
 
5.4 CONCLUSION 
The study has been able to identify the key determinants of the revenue model for informal retail 
trade firms. The following variables were confirmed as critical in determining the revenue model 
of informal retail trade firms: capital, labour, inventory and age of the business. They all gave 
positive signs. This implies that as these variable inputs increase, their revenue also increases.  
Residential area, non-residential area and business experience variables gave negative signs. 
After excluding education dummy variables in the model, it was concluded that the OLS model 
used in this paper was reliable since all diagnostic tests showed that there were no indications 
of the violation of classical assumption. Moreover, the F-statistic suggested that the overall 
model is significant. 
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CHAPTER 6 
 
6.1 Conclusions and recommendations 
This study set out to investigate the economic behaviour of the informal retail trade firms in the 
Port Elizabeth area. The revenue model was used for this purpose. The survey data was 
obtained using structured questionnaires. The literature review exposed a number of important 
factors that explained the level of revenue in the informal retail businesses. The study tested 
these variables: education dummies, residential area dummies, capital, labour, inventory and 
age of a business. The objectives of the study were to: examine the structure and performance 
of the informal urban retail trade sector in Port Elizabeth, identify the factors that explain 
differences in the performance of the retail trade business and explore policy measures that can 
improve these firms. 
 
 In terms of first objective, the survey results showed that the mean profit margin (R5 280.00) 
was above the national average wage in South Africa. This suggests that a reasonable number 
of informal retail trade firms provided a subsistence living as the majority of these businesses 
have existed for more than ten years.  
 
 In the second objective, the regression analysis presented in this study suggests that 
residential area, capital, labour, inventory and age of a business are important determinants of 
an informal retail trade firm‟s revenue. Training was not included in the model estimation since 
out of three hundred respondents, only eleven indicated that they had businesses training. This 
shows that policy-makers have not given enough attention to this sector.  
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With regard to the third objective, the local government in this area has done much, but there is 
yet more to be done. The survey results show that having a supplier close to the business 
assists in reducing transport costs, hence the increase in profit margins. Shelters and storages 
were found to be very useful in the operation of informal businesses. However, there are a very 
small number of informal retailers in Port Elizabeth who have access to the usage of 
municipality containers compared to the number still in need. Access to financing resources is 
still a problem for informal retailers as they are known to be not creditworthy. Chapter Two 
indicated that government support programmes that are managed by the DTI (Department of 
Trade Industry) have by-passed or failed to reach the majority of entrepreneurs engaged in 
informal retailing, especially the survivalist and micro-enterprises who constitute the majority of 
the informal retailing. 
 
6.2 Recommendations 
Evidence from this study suggests the need for training so as to empower informal retail traders. 
This training should include: basic management skills, customer care, marketing and financial 
management. In this training, retailers must be taught the policies and legislations which affect 
their operations. Moreover, they should be provided trading infrastructure such as proper 
shelters that protect them from different weather conditions, ablution facilities, clean 
environment and such-like relevant facilities. Enough should be provided to meet the demand 
needed.   
 
  Survey results supported views outlined in the literature review, pointing out that the informal 
retail trade sector has high potential for job creation in South Africa. This indicates that, by 
improving this sector, the government can actually reduce unemployment and poverty. The 
survey results also suggest that most informal retail trade firms do provide a subsistence living 
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as the majority of these businesses have sustained themselves for more than ten years. This 
calls for policies that promote informal retail trade businesses and which recognise that informal 
firms differ from formal businesses.  
 
6.3 limitations and areas for further research 
One major limitation in this study was that some informal retailers were not willing to disclose 
information about their businesses because they thought that this study was conducted by 
government with the intention of identifying them so that they may pay tax, or to remove them 
from the places that they currently occupied. 
Further research is needed to do a comparison between metropolitan municipalities that 
successfully implemented the above suggestions with those that have not. More quantitative 
studies should be conducted in this sector in other areas of the country so that there will be 
more data or statistics available to assist policy-makers.  
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ANNEXURE A 
QUESTIONNAIRE 
Nelson Mandela Metropolitan University  
Survey Questionnaire 
            
1.1    Questionnaire Number          
1.2    Name of interviewer         
1.3    Date of interview         
1.4    Time interview begin         
1.5    Time interview ended         
 
2.1    Name of area          
2.2    How long has this business been operating?                                         (Years) 
2.3    Have you operated a business like this one before? Yes            1    No           2 
         If yes how long did you operate that business?                                       (Years) 
2.4    Where do you operate this business? 
         Residential home                                                                    1 
         Stall/Kiosk                                                                               2 
       Other specify                                                                            3 
2.5    How many people work in this business including yourself?     
2.6    Do you have non-family member employees?        Yes            1     No            2 
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         If yes how many non-family member employees?        
2.7    Do you have family members work with you?         Yes          1     No           2 
         If yes how many family members work with you?       
2.8    How many months did your business operate last year?      
2.9    Have you had any form of training before?         Yes           1       No            2 
 
Q3.   This section covers the educational qualification of each person involved in the   business. 
3.1    What is your highest level of education? [Indicate the response by making cross in the  
appropriate box] 
  01 02 03 04 05 06 
00 = NO SCHOOLING 0       
01 = GRADE R/0 1       
02 = SUB A/GRADE1 2       
03 = SUB B/GRADE 2 3       
04 = GRADE 3/STANDARD 1 4       
05 = GRADE 4/STANDARD 2 5       
06 = GRADE 5/STANDARD 3 6       
07 = GRADE 6/STANDARD 4 7       
08 = GRADE 7/STANDARD 5 8       
09 = GRADE 8/STANDARD 6/FORM 1 9       
10 = GRADE 9/STANDARD 7/FORM 2 10       
11 = GRADE 10/STANDARD 8/FORM 3 11       
12 = GRADE 11/STANDARD 9/FORM 4 12       
13 = GRADE 12/STANDARD 10/FORM 5/MATRIC 13       
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14 = NTC 1 14       
15 = NTC 11 15       
16 = NTC 111 16       
17 = DIP/CERT WITH LESS THAN GRADE 12/STD10 17       
18 = DIP/CERT WITH GRADE 12/STD10 18       
19 = DEGREE 19       
20 = POSTGRADUATE DEGREE OR DIPLOMA 20       
21 = OTHER, SPECIFY IN COLUMN 21       
22 = DON‟T KNOW 22       
Diplomas (Dip) or certificates (cert) should be at least six months study duration full time (or equivalent). 
 
Q4.   What products do you usually buy to sell? For each of the products that you sell, thinking 
about the past month, what quantities did you sell? At what price did each unit sell? How many 
units of the various products do you currently have in stock? [Record the response in the table 
below]. 
# 4.1 
Product name 
4.2 
Quantity 
sold/month 
4.3 
Unit price 
4.4 
Inventory 
[Products in 
stock/units] 
4.1     
4.2     
4.3     
4.4     
4.5     
4.6     
4.7     
4.8     
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4.9     
4.10     
4.11     
Q5.  This section of the questionnaire examines the capital owned by the business. 
What property/assets/material goods do you own? Please indicate the units owned, total price 
of acquisition and the year of acquisition. 
[Probe for furniture, vehicle, stall, ect.] 
5.1 5.2 5.3 5.4 
Item Units Owned Total cost price Year of acquisition 
    
    
    
    
    
    
    
 
Q6.   Thinking about the range of expenses that you make each month, please mention all the 
expenses were incurred in respect of your business last 4 weeks. 
[Probe for list expenditure items] 
# 6.1 6.2 
 Expense Item Cost Price 
6.1   
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6.2   
6.3   
6.4   
6.5   
6.6   
6.7   
6.8   
6.9   
6.10   
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ANNEXURE B 
REGRESSION OUTPUTS 
OLS regression results for (log) monthly revenue (included education dummies) 
Dependent Variable: RV 
Method: Least Squares 
Date: 11/28/11   Time: 01:15 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
PRY 0.021390 0.357768 0.059786 0.9524 
SCY 0.148929 0.347847 0.428144 0.6689 
TRY 0.129044 0.365592 0.352973 0.7244 
RES -0.588736 0.251891 -2.337262 0.0201 
NRES -0.055860 0.236342 -0.236351 0.8133 
CPTL 0.172535 0.033142 5.206006 0.0000 
LBR 0.359401 0.139106 2.583643 0.0103 
INVRY 0.201981 0.039161 5.157738 0.0000 
XP -0.022701 0.135486 -0.167554 0.8671 
AOB 0.403420 0.078558 5.135343 0.0000 
C 5.956908 0.459559 12.96222 0.0000 
R-squared 0.382562     Mean dependent var 8.641838 
Adjusted R-squared 0.361198     S.D. dependent var 1.308704 
S.E. of regression 1.045983     Akaike info criterion 2.963769 
Sum squared resid 316.1892     Schwarz criterion 3.099574 
Log likelihood -433.5653     F-statistic 17.90635 
Durbin-Watson stat 1.905115     Prob(F-statistic) 0.000000 
 
White Heteroskedasticity Test: Education dummies Included 
F-statistic 1.102217     Probability 0.355228 
Obs*R-squared 15.40889     Probability 0.350787 
     
Test Equation: 
Dependent Variable: RESID^2 
Method: Least Squares 
Date: 11/28/11   Time: 01:19 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C 2.138684 1.003803 2.130581 0.0340 
PRY -0.220029 0.557044 -0.394995 0.6931 
SCY -0.042476 0.542603 -0.078282 0.9377 
TRY 0.168419 0.571985 0.294446 0.7686 
RES 0.387558 0.386102 1.003772 0.3163 
NRES 0.164916 0.365375 0.451360 0.6521 
CPTL -0.010468 0.226796 -0.046158 0.9632 
CPTL^2 -0.001450 0.015808 -0.091736 0.9270 
LBR -0.495309 0.530674 -0.933358 0.3514 
LBR^2 0.216168 0.425122 0.508486 0.6115 
96 
 
INVRY -0.055900 0.218113 -0.256290 0.7979 
INVRY^2 -0.007587 0.021361 -0.355200 0.7227 
XP -0.293683 0.206945 -1.419135 0.1570 
AOB -0.639417 0.387852 -1.648609 0.1003 
AOB^2 0.170617 0.107560 1.586256 0.1138 
R-squared 0.051363     Mean dependent var 1.053964 
Adjusted R-squared 0.004763     S.D. dependent var 1.598555 
S.E. of regression 1.594743     Akaike info criterion 3.820009 
Sum squared resid 724.8135     Schwarz criterion 4.005198 
Log likelihood -558.0013     F-statistic 1.102217 
Durbin-Watson stat 1.888004     Prob(F-statistic) 0.355228 
 
Ramsey RESET Test (No of fitted terms:1): Education Dummies Included 
Ramsey RESET Test: 
F-statistic 0.012821     Probability 0.909927 
Log likelihood ratio 0.013355     Probability 0.907999 
     
Test Equation: 
Dependent Variable: RV 
Method: Least Squares 
Date: 12/10/11   Time: 16:24 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C 5.691398 2.389642 2.381694 0.0179 
PRY 0.021204 0.358385 0.059165 0.9529 
SCY 0.128822 0.391080 0.329402 0.7421 
TRY 0.113009 0.392646 0.287814 0.7737 
RES -0.501458 0.811052 -0.618281 0.5369 
NRES -0.047497 0.248000 -0.191520 0.8483 
CPTL 0.143805 0.255890 0.561981 0.5746 
LBR 0.302226 0.523825 0.576960 0.5644 
INVRY 0.169904 0.285996 0.594077 0.5529 
XP -0.017599 0.143003 -0.123066 0.9021 
AOB 0.340662 0.559810 0.608531 0.5433 
FITTED^2 0.009213 0.081364 0.113230 0.9099 
R-squared 0.382590     Mean dependent var 8.641838 
Adjusted R-squared 0.359008     S.D. dependent var 1.308704 
S.E. of regression 1.047774     Akaike info criterion 2.970391 
Sum squared resid 316.1752     Schwarz criterion 3.118542 
Log likelihood -433.5586     F-statistic 16.22406 
Durbin-Watson stat 1.904397     Prob(F-statistic) 0.000000 
 
Ramsey RESET Test (No of fitted terms:2) :Education Dummies Included 
Ramsey RESET Test: 
F-statistic 0.743989     Probability 0.476129 
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Log likelihood ratio 1.551359     Probability 0.460391 
     
Test Equation: 
Dependent Variable: RV 
Method: Least Squares 
Date: 12/10/11   Time: 16:30 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C -41.96924 39.31392 -1.067541 0.2866 
PRY -0.303833 0.447043 -0.679650 0.4973 
SCY -2.140838 1.909141 -1.121362 0.2631 
TRY -1.848729 1.662159 -1.112246 0.2670 
RES 8.442471 7.408433 1.139576 0.2554 
NRES 0.753819 0.704762 1.069608 0.2857 
CPTL -2.485607 2.179970 -1.140202 0.2552 
LBR -5.191796 4.553677 -1.140133 0.2552 
INVRY -2.919594 2.559736 -1.140584 0.2550 
XP 0.338928 0.326475 1.038146 0.3001 
AOB -5.833766 5.114389 -1.140657 0.2550 
FITTED^2 1.791135 1.469395 1.218961 0.2239 
FITTED^3 -0.068722 0.056582 -1.214552 0.2255 
R-squared 0.385747     Mean dependent var 8.641838 
Adjusted R-squared 0.360064     S.D. dependent var 1.308704 
S.E. of regression 1.046911     Akaike info criterion 2.971931 
Sum squared resid 314.5584     Schwarz criterion 3.132428 
Log likelihood -432.7896     F-statistic 15.01952 
Durbin-Watson stat 1.910477     Prob(F-statistic) 0.000000 
 
OLS regression results for (log) monthly revenue (Excluded education dummies) 
Dependent Variable: RV 
Method: Least Squares 
Date: 12/10/11   Time: 22:21 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C 6.022269 0.307879 19.56051 0.0000 
RES -0.584979 0.247620 -2.362400 0.0188 
NRES -0.051212 0.234419 -0.218465 0.8272 
CPTL 0.174313 0.032780 5.317602 0.0000 
LBR 0.381580 0.133447 2.859408 0.0046 
INVRY 0.207351 0.038480 5.388525 0.0000 
XP -0.009355 0.133909 -0.069859 0.9444 
AOB 0.399344 0.077715 5.138580 0.0000 
R-squared 0.380968     Mean dependent var 8.641838 
Adjusted R-squared 0.366128     S.D. dependent var 1.308704 
S.E. of regression 1.041939     Akaike info criterion 2.946348 
Sum squared resid 317.0057     Schwarz criterion 3.045115 
Log likelihood -433.9521     F-statistic 25.67204 
Durbin-Watson stat 1.896697     Prob(F-statistic) 0.000000 
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White Heteroskedasticity Test: Education dummies Excluded 
F-statistic 1.206910     Probability 0.281699 
Obs*R-squared 13.21978     Probability 0.279204 
     
Test Equation: 
Dependent Variable: RESID^2 
Method: Least Squares 
Date: 01/04/12   Time: 09:40 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C 1.876532 0.925580 2.027413 0.0435 
RES 0.486345 0.384093 1.266217 0.2065 
NRES 0.235315 0.366808 0.641522 0.5217 
CPTL -0.020937 0.227329 -0.092102 0.9267 
CPTL^2 -0.000211 0.015831 -0.013304 0.9894 
LBR -0.446006 0.528062 -0.844609 0.3990 
LBR^2 0.230280 0.423481 0.543779 0.5870 
INVRY -0.015794 0.219885 -0.071828 0.9428 
INVRY^2 -0.010673 0.021525 -0.495838 0.6204 
XP -0.281752 0.207220 -1.359677 0.1750 
AOB -0.606027 0.385239 -1.573121 0.1168 
AOB^2 0.162773 0.105870 1.537483 0.1253 
R-squared 0.044066     Mean dependent var 1.056686 
Adjusted R-squared 0.007555     S.D. dependent var 1.615581 
S.E. of regression 1.609467     Akaike info criterion 3.828861 
Sum squared resid 746.0304     Schwarz criterion 3.977012 
Log likelihood -562.3291     F-statistic 1.206910 
Durbin-Watson stat 1.884608     Prob(F-statistic) 0.281699 
 
 
Ramsey RESET Test (No of fitted terms:1) After Excluding Education Dummies 
Ramsey RESET Test: 
F-statistic 0.007401     Probability 0.931502 
Log likelihood ratio 0.007630     Probability 0.930394 
     
Test Equation: 
Dependent Variable: RV 
Method: Least Squares 
Date: 12/10/11   Time: 22:23 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C 6.229660 2.430341 2.563287 0.0109 
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RES -0.651147 0.808140 -0.805735 0.4211 
NRES -0.057108 0.244614 -0.233461 0.8156 
CPTL 0.196336 0.258096 0.760710 0.4474 
LBR 0.427662 0.552080 0.774637 0.4392 
INVRY 0.232362 0.293268 0.792317 0.4288 
XP -0.011540 0.136521 -0.084530 0.9327 
AOB 0.446649 0.555358 0.804254 0.4219 
FITTED^2 -0.007006 0.081432 -0.086030 0.9315 
R-squared 0.380984     Mean dependent var 8.641838 
Adjusted R-squared 0.363966     S.D. dependent var 1.308704 
S.E. of regression 1.043714     Akaike info criterion 2.952989 
Sum squared resid 316.9976     Schwarz criterion 3.064102 
Log likelihood -433.9483     F-statistic 22.38760 
Durbin-Watson stat 1.897244     Prob(F-statistic) 0.000000 
 
Ramsey RESET Test (No of fitted terms:2) After Excluding Education Dummies 
Ramsey RESET Test: 
F-statistic 0.445541     Probability 0.640915 
Log likelihood ratio 0.920396     Probability 0.631159 
     
Test Equation: 
Dependent Variable: RV 
Method: Least Squares 
Date: 12/10/11   Time: 22:25 
Sample: 1 300 
Included observations: 300 
Variable Coefficient Std. Error t-Statistic Prob.   
C -32.73242 41.51827 -0.788386 0.4311 
RES 6.482947 7.632023 0.849440 0.3963 
NRES 0.529639 0.670408 0.790025 0.4302 
CPTL -1.936191 2.283178 -0.848024 0.3971 
LBR -4.253478 5.010220 -0.848960 0.3966 
INVRY -2.312634 2.723156 -0.849247 0.3964 
XP 0.110002 0.188049 0.584966 0.5590 
AOB -4.458802 5.247796 -0.849652 0.3962 
FITTED^2 1.419602 1.519779 0.934084 0.3510 
FITTED^3 -0.054885 0.058385 -0.940045 0.3480 
R-squared 0.382864     Mean dependent var 8.641838 
Adjusted R-squared 0.363712     S.D. dependent var 1.308704 
S.E. of regression 1.043923     Akaike info criterion 2.956613 
Sum squared resid 316.0346     Schwarz criterion 3.080072 
Log likelihood -433.4919     F-statistic 19.99032 
Durbin-Watson stat 1.902140     Prob(F-statistic) 0.000000 
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A Summary of Remsey RESET rest  
 
Ramsey RESET Test: Including Education dummies   
1 fitted items    
F-statistic 0.012821 Probability 0.909927 
Log likelihood ratio 0.013355 Probability 0.907999 
2 fitted items    
F-statistic 0.743989 Probability 0.476129 
Log likelihood ratio 1.551359 Probability 0.460391 
Ramsey RESET Test: Excluding Education dummies   
1 fitted items    
F-statistic 0.007401 Probability 0.931502 
Log likelihood ratio 0.007630 Probability 0.930394 
2 fitted items    
F-statistic 0.445541 Probability 0.640915 
Log likelihood ratio 0.920396 Probability 0.631159 
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